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Fashions in Finance 


NE of the ever-pressing needs in the 

establishment and development of 
a business undertaking is the provision 
of capital. Capital consciousness is par- 
ticularly acute in Australia because this 
country is experiencing an era of in- 
dustrial and economic expansion for 
which large capital resources are essen- 
tial. Nationally and privately therefore, 
we face the constant problem of how 
the necessary capital can be obtained 
under the best possible terms. It is a 
question that cannot be answered with- 
out considerable thought; its elucidation 
requires a thorough knowledge of the 
factors involved and the various sources 
of finance which could be tapped. 

Of course, the demand for capital is 
not new, it has been with us since 
Biblical times. But the demand today 
comes from a capital-hungry market 
embracing undertakings of many sizes 
and types. Their need is a common one, 
but the complexities of modern business 
and the influences of taxation and in- 
flaion combine to make capital pro- 
vision one of industry’s most vital and 
intriguing problems. 

In arriving at ways and means of 
capital raising, far-reaching changes 
have occurred in recent years. The 
fashionable financial trend in capital 
raising has been towards the issue of 
debentures, registered notes and deposits. 
This trend is revealed by the following 
figures. In 1954-55 these methods of 
attracting capital represented 32% of the 
total capital raised. In 1957-58 the 
percentage was 70% and the indications 
are that this proportion will continue to 
increase. It can be claimed that national 
prosperity depends largely on satisfactory 
answers being found to the capital pro- 
Vision problem. 

The importance of this matter was 
recognised by the Victorian Division of 
the Society when it chose “Financing a 
Growing Business” as the theme of its 
November 1958 Convention. Discus- 
sion of the subject was prompted by a 
panel of speakers each of whom was an 
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EDITORIAL 








authority on an aspect of the problem. 
In this issue we publish the address 
delivered at the Convention by C. G. 
K. Smith who spoke on the banker’s 
point of view. Another Convention ad- 
dress, “The Place of the Institutional 
Investor in the Financing of a Growing 
Business” by Huntly G. Walker, ap- 
peared in the January issue of this jour- 
nal. Other addresses delivered at the 
Convention will be published in subse- 
quent issues. 

It is felt that publication in the jour- 
nal of the authoritative opinions and 
comments on capital provision as ex- 
pressed by the speakers at the Conven- 
tion will help many of our readers to 
arrive at a solution of their own par- 
ticular capital problems. 


e + 


Technical Bulletin No. 6 


“Business Forecasting and the Ac- 
countant” is the title of the Society's 
sixth technical bulletin which is being 
issued this month. It comprises the 
Arthur Capper Moore memorial lecture 
delivered recently in Melbourne by D. 
W. Finley, M.A. (Oxon.), B.Sc., 
F.R.A.C.I., A.M. Inst. B.E. The author, 
who is the manager of the Techno- 
Commercial Section of Imperial Chemi- 
cal Industries of Australia and New 
Zealand Ltd., stressed the vital role that 
the accountant can play in business fore- 
casting. Those accountants who accept 
such responsibility have every right to 
expect that they will become an effective 
force in company management. In the 
course of his remarks, Mr. Finley ex- 
plained the purpose of business fore- 
casting, the method of approach and the 
techniques used. By publishing the lec- 
ture as a Technical Bulletin the Society 
provides those members who have sig- 
nified their desire to receive the Bulletin, 
with a statement both stimulating and 
informative. 








TAXATION 














The appeal to the Privy Council in Newton v. Federal 
Commissioner of Taxation 7 A.I.T.R. 298 provided the final 
chapter in the history of what has represented perhaps the most 
widely discussed income tax case in recent years. 


The facts of the case may be sum- 
marised as follows: 


Three private companies had made 
large profits for the years ended 30 June 
1949 and 1950. It was necessary for 
distributions to be made to shareholders 
before 31 December following the close 
of each income year to avoid undistri- 
buted profits tax. If distributed, the 
dividends would have been subject to 
tax in the shareholders’ hands at the 
maximum rate of 15/- in the £; if not 
distributed, the companies would have 
been liable to undistributed profits tax 
at the rate the shareholders would have 
paid. These alternatives were, to say 
the least, unattractive. 


In December 1949 a series of trans- 
actions occurred, which are described 
below for one company, although the 
method was similar in all three. The 
Articles of Association of Company A 
were amended, by which one-third of 
the shares (80,000 A ordinary shares) 
were granted the right to receive a 
specific dividend of £5/15/10 in priority 
to the other shares. After this dividend 
was paid, these A shares were entitled 
to only a 5% fixed dividend. 


The A shares were sold to P. Ltd., a 
company controlled by the consulting 
accountant who arranged the scheme, 
at a price approximating the expected 
dividend. The amount of £460,000 for 
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these shares was paid by P. Ltd. by 
cheque, and on the same day P. Ltd. 
received by cheque the dividend of 
£5/15/10 per share, amounting also to 
£460,000. P. Ltd. was able to pay for 
these shares only because of the dividend 
it had received. 


P. Ltd. then applied for 400,000 5% 
new preference shares in the same com- 
pany and paid by a cheque for £400,000. 
Next day P. Ltd. sold these shares to 
the shareholders from whom it had pur- 
chased the 80,000 A ordinary shares, 
for £400,000, paid for by those share- 
holders out of the proceeds of the sale 
by them of the 80,000 A ordinary shares 
(for £460,000). 


The effect, so far, was as follows:— 















(i) The motor company had distri- 
buted £460,000 in dividends. 


(ii) The shareholders of the motor 
company had received £460,000 
and had paid out £400,000 for 
5% preference shares, retaining 
£60,000 in cash. 


(iii) P. Ltd. had 80,000 A _ ordinary 
shares, which were now entitled to 
only a fixed dividend of 5%. 


These 80,000 A ordinary shares held 
by P. Ltd. were now only worth £1 each, 
and were sold by P. Ltd. to a subsidiary 
company for £80,000. But as P. Ltd. 
was a company dealing in shares, its 
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transactions, for income tax purposes, 
were treated as follows:— 


Cost of shares £460,000 
Less sale price of shares 80,000 
Loss on sale of shares 380,000 
Dividend received 460,000 

Net Profit £80,000 


Taking the transactions of all three 
companies into consideration, the final 
result was— 


(i) Dividend paid, £1,764,136. 


(ii) In the hands of the shareholders 
of the motor companies, 1,185,631 
£1 B preference shares; £476,091 


cash. 
(iii) In the hands of P. Ltd., 161,213 
5% fixed dividend _ shares; 


£102,414 cash. 


(iv) The motor company shareholders 
still held the remaining two-thirds 
of the companies” share capital, 
classified as B ordinary shares. 


The Commissioner issued amended 
assessments for the years ended 30 June, 
1950 and 1951, including in the assess- 
able incomes of the motor company 
shareholders their proportion of the 
amount totalling £1,764,136 (excluding 
certain small amounts tax-free under 
Section 107). These assessments were 
made on the basis that the shareholders 
had not made a full and true disclosure 
of income, and additional tax for omis- 
sion of income was also imposed, 
amounting to £600,000. 


The taxpayers appealed to the High 
Court against the assessments and the 
case was first heard by Kitto, J., who 
decided in favour of the taxpayers. The 
Commissioner then appealed to the Full 
High Court (the case was reported in 
the August 1957 issue of The Australian 
Accountant) and by majority it was held 
that Section 260 did apply, that the 
amended assessments should stand, as 
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should also the additional tax for omitted 
income. 


Leave was granted to appeal to the 
Privy Council against the decision of 
the Full High Court. The Judicial Com- 
mittee of the Privy Council dismissed 
the appeal. 


Apart from the preamble setting out 
the facts of the case, the decision of the 
Privy Council was in the following terms: 


It has not been disputed that all the 
transactions were genuine and not shams. 
They were all intended to have the effect 
they purported to have. If the com- 
missioner is bound to accept them at their 
face value, then the shareholders have 
disposed of their shares for a capital pay- 
ment of £1,661,722. They have derived 
no income and are not liable to tax there- 
on. If the transactions are to be ques- 
tioned, it can only be by virtue of s. 260 
of the Commonwealth Income Tax and 
Social Services Contribution Assessment 
Act 1936-1951. It is in these terms: 


“Every contract, agreement, or arrangement 
made or entered into, orally or in writing, 
whether before or after the commencement 
of this Act, shall so far as it has or purports 
to have the purpose or effect of in any way, 
directly or indirectly — (a) altering the in- 
cidence of any income tax; (b) relieving any 
person from liability to pay any income tax 
or make any return; (c) defeating, evading, 
or avoiding any duty or liability imposed on 
any person by this Act; or (d) preventing 
the operation of this Act in any respect, 
be absolutely void, as against the commissioner, 
or in regard to any proceeding under this 
Act, but without prejudice to such validity 
as it may have in any other respect or for 
any other purpose”. 


The Commissioner of Taxation says 
that the section covers this case because 
there was, he says, an “arrangement” 
which had, or purported to have, “the 
purpose or effect” of “avoiding” a “liabil- 
ity imposed” on any person by the Act. 


Sir Garfield Barwick, for the taxpayers, 
submitted to their Lordships that the 
section had no application to this case. 
He put in the forefront of his argument 
two submissions which were not made in 
the High Court of Australia. First, Sir 
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Garfield Barwick submitted that the sec- 
tion was of no effect at all. He referred 
to the history of the section and pointed 
out that, before 1936, the words “as 
against the Commissioner” were not there. 
He said that in those days the section had 
only a social effect—an effect as between 
two or more subjects—not allowing one 
of them to put on to another the duty 
to make a return of tax or to bear it, 
and so forth. It had, he said, no fiscal 
effect—no effect, that is, as against the 
Commissioner. Then, in 1936, by in- 
serting the words “as against the Com- 
missioner”, the section was deprived of 
any effect as between subjects; and, as it 
already had no effect against the Com- 
missioner, it had thenceforward no effect 
at all. The insertion of those words, he 
said, stultified the section. Their Lord- 
ships cannot accept this argument. They 
are quite clearly of opinion that, long 
before 1936, the section had a fiscal 
effect. Its principal effect was to avoid 
transactions as against the Commissioner 
—as in cases such as Clarke v. Federal 
Commissioner of Taxation (1932), 48 
C.L.R. 56 (1). But it had—as originally 
drafted—an unexpected effect in that, in 
De Romero v. Read (1932), 48 C.L.R. 
649 (2), it was held to avoid a trans- 
action between subjects. It seems to 
their Lordships that the reason for the 
insertion of the words “as against the 
Commissioner” was to do away with the 
decision in De Romero v. Read. 


Next, Sir Garfied Barwick, for the 
taxpayers, submitted that, in s. 260 (c), 
the words “liability imposed on any per- 
son” meant a liability which had already 
accrued; and that “avoid” meant dis- 
place. He said that, in order that an 
arrangement should be avoided, it must 
be an arrangement which sought to dis- 
place a liability which had already come 
home to a taxpayer—in respect of in- 
come which had already been derived 
by him. Their Lordships cannot accept 
this submission. They are clearly of 
opinion that the word “avoid” is used 
in its ordinary sense—in the sense in 
which a person is said to avoid some- 
thing which is about to happen to him. 
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He takes steps to get out of the way of 
it. It is this meaning of “avoid” which 
gives the clue to the meaning of “liability 
imposed”. To “avoid a liability imposed” 
on you means to take steps to get out 
of the reach of a liability which is about 
to fall on you. If the submission of 
Sir Garfield Barwick were accepted, it 
would deprive the words of any effect; 
for no one can displace a liability to 
tax which has already accrued due, or 
in respect of income which has already 
been derived. Their Lordships notice 
that, although this point was not raised 
in the High Court, Taylor, J., did con- 
sider it, and they find themselves in 
agreement with what he said upon it. 


So much for Sir Garfield Barwick’s 
new arguments. Their Lordships turn 
to consider the other points raised in 
the case. Their Lordships are of opinion 
that the word “arrangement” is apt to 
describe something less than a binding 
contract or agreement, something in the 
nature of an understanding between two 
or more persons—a plan arranged be- 
tween them which may not be enforce- 
able at law. But it must in this section 
comprehend, not only the initial plan, 
but also all the transactions by which it 
is carried into effect—all the transactions, 
that is, which have the effect of avoiding 
taxation, be they conveyances, transfers 
or anything else. It would be useless 
for the Commissioner to avoid the ar- 
rangement and leave the transactions still 
standing. The word “purpose” means, 
not motive, but the effect which it is 
sought to achieve—the end in view. The 
word “effect” means the end accom- 
plished or achieved. The whole set of 
words denotes concerted action to an 
end—the end of avoiding tax. 


But, said Sir Garfield Barwick, if such 
a wide interpretation is given to the 
words, where is the section to stop? Does 
it enable the Commissioner to avoid all 
transactions by which a man seeks to 
escape a liability to tax which is about 
to fall on him? He gave numerous illus- 
trations to show that the Parliament of 
Australia cannot have intended so sweep- 
ing a result. Take the case of a man 
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who sells shares cum dividend—because 
he does not wish to pay the tax on the 
dividend when received; or of a private 
company which is turned into a non- 
private company in order to escape Div- 
ision 7 tax; and so forth. Can the 
Commissioner go behind those transac- 
tions? 

The answer to the problem seems to 
their Lordships to lie in the opening 
words of the section. They show that 
the section is not concerned with the 
motives of individuals. It is not con- 
cerned with their desire to avoid tax, 
but only with the means which they em- 
ploy to do it. It affects every “contract, 
agreement, or arrangement” (which their 
Lordships will henceforward refer to 
compendiously as “arrangement”) which 
has the purpose or effect of avoiding 
tax. In applying the section you must, 
by the very words of it, look at the 
arrangement itself and see which is its 
effect—which it does—irrespective of the 
motives of the persons who made it. 
Williams, J., put it well when he said: 


“The purpose of a contract, agree- 
ment or arrangement must be what it 
is intended to effect and that intention 
must be ascertained from its terms. 
Those terms may be oral or written or 
may have to be inferred from the cir- 
cumstances but, when they have been 
ascertained, their purpose must be what 
they effect”. 


In order to bring the arrangement 
within the section, you must be able to 
predicate—by looking at the overt acts 
by which it was implemented—that it 
was implemented in that particular way 
so as to avoid tax. If you cannot so 
predicate, but have to acknowledge that 
the transactions are capable of explana- 
tion by reference to ordinary business 
or family dealing, without necessarily 
being labelled as a means to avoid tax, 
then the arrangement does not come 
within the section. Thus, no one, by 
looking at a transfer of shares cum divi- 
dend, can predicate that the transfer was 
to avoid tax. Nor can anyone, by 


seeing a private company turned into a 
non-private company, predicate that it 
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was done to avoid Division 7 tax: see 
W. P. Keighery Pty. Ltd. v. Commis- 
sioner of Taxation (1958), A.L.R. 97 
(3). Nor could anyone, on seeing a 
declaration of trust made by a father in 
favour of his wife and daughter, predi- 
cate that it was done to avoid tax: see 
Deputy Federal Commissioner of Taxa- 
tion v. Purcell (1921), 29 C.L.R. 464 
(4). But when one looks at the way 
the transactions were effected in Jaques 
v. Federal Commissioner of Taxation 
(1924), 34 C.L.R. 328 (5), Clarke’s 
Case (1932), 48 C.L.R. 56 (1), and 
Bell v. Federal Commissioner of Taxa- 
tion (1953), 87 C.L.R. 548 (6)—the 
way cheques were exchanged for like 
amounts and so forth—there can be no 
doubt at all that the purpose and effect 
of that way of doing things was to avoid 
tax. 

Applying these principles to the pre- 
sent case, the first question is—Was there 
an arrangement? The answer is “Yes”. 
The whole complicated series of trans- 
actions must have been the result of a 
concerted plan; and the nature of the 
plan is to be ascertained by the overt 
acts done in pursuance of it. 


Next, what was the purpose of the 
arrangement? It can clearly be seen to 
be threefold: (i) To increase the capital 
of the motor companies—and to do it 
by ploughing back over £1,000,000 of 
the profits into the business—and to do 
it in a way which would attract as little 
tax as possible. (ii) To enable the 
original shareholders to receive a large 
sum—nearly £500,000 in cash—without 
paying tax on it. (iii) To enable the 
Pactolus company to make a handsome 
profit in return for its part in the affair. 
(It is to be noticed that—in so far as 
it was the purpose of the transaction to 
let the motor companies escape from the 
additional tax under Division 7—this 
could have been effected by turning the 
motor companies into non-private com- 
panies. ) 


Finally, what was the effect of the 
arrangement? It was this (i) The motor 
companies received new capital of 
£1,185,631—of which they were much 
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in need for the conduct of their busi- 
nesses. (ii) The original shareholders 
received a capital payment of £1,661,722 
in return for the sale of shares, but had 
received no dividend on which they 
could be taxed. (iii) The motor com- 
panies distributed a dividend of 


£1,764,136 which was a sufficient distri- 
bution to enable them to avoid being 
liable to tax on undistributed profits under 
Division 7. 


(iv) The Pactolus company 
made a profit on its share dealings. It 
had received 161,213 £1 shares; and it 
had also £102,414 in cash on which it 
was liable to pay tax. 


It is clear from this analysis that the 
avoidance of tax was not the sole pur- 
pose or effect of the arrangement. The 
raising of new capital was an associated 
purpose. But, nevertheless, the section 
can still work if one of the purposes or 
effects was to avoid liability for tax. 
The section distinctly says “so far as it 
has” the purpose or effect. This seems 
to their Lordships to import that it need 
not be the sole purpose. Looking at the 
whole of this arrangement, their Lord- 
ships have no doubt that it was an ar- 
rangement which is caught by s. 260. 
The whole of the transactions show that 
there was concerted action to an end— 
and that one of the ends sought to be 
achieved was the avoidance of liability 
for tax. 


This question then arises: What is 
the effect of s. 260 on that arrangement? 
It is quite clear that nothing is avoided 
as between the parties but only as against 
the Commissioner. As against him the 
arrangement is “absolutely void” so far 
as it has the purpose or effect of avoiding 
tax. This is not a very precise use of the 
words “absolutely void”. Ordinarily, if a 
transaction is absolutely void, it is vcid as 
against all the world. In this case, what 
is meant is that the Commissioner is 
entitled completely to disregard the ar- 
rangement—and the ensuing transactions 

so far as they have the purpose or 
effect of avoiding tax. In the words of 
the courts of Australia, it is an “annihilat- 


ing” provision—the Commissioner can 
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use the section so as to ignore the trans- 
actions which are caught by it. But the 
ignoring of the transactions—or the anni- 
hilation of them—does not itself create 
a liability to tax. In order to make the 
taxpayers liable, the Commissioner must 
show that moneys have come into the 
hands of the taxpayers which the Com- 
missioner is entitled to treat as income 
derived by them. Their Lordships agree 
with the way in which Fullagar, J., put 
it in his judgment: 

“Section 260 alters nothing that was done 
between the parties, but for purposes of 
income tax, it entitles the Commissioner to 
look at the end result and to ignore all the 
steps which were taken in pursuance of the 
avoided arrangement”. 


In this case, the Commissioner must 
accept the arrangement in so far as it 
had the effect of creating special dividend 
rights in the original shareholders—for 
that did nothing to avoid tax; but he 
can ignore the arrangement in so far as 
the original shareholders transferred those 
dividend rights (with the shares) to the 
Pactolus company for money—for it was 
that transaction which gave the charac- 
ter of capital to the money received by 
the shareholders. When that transaction 
is ignored, it becomes apparent that 
special dividends were declared on shares 
which are to be deemed for this purpose 
to be still held by the original share- 
holders. Those dividends amount to 
£1,764,136 paid out by the company. 
If and so far as the Commissioner can 
show that those special dividends 
reached the hands of the original share- 
holders, he is entitled to treat it as in- 
come derived by them from the shares. 
Now the Commissioner can trace the 
sum of £1,661,722 in cash actually into 
the hands of the original shareholders. 
He is entitled, therefore, to treat it as 
income derived by them. He cannot trace 
the balance of £102,414 actually into 
their hands. It remained in the pocket of 
Pactolus Ltd. It was ostensibly the profit 
of the Pactolus company on buying the 
shares. But when the transfer is ignored, 
that profit is seen to be nothing more nor 
less than renumeration which the original 
shareholders allowed the Pactolus com- 
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pany to retain for services rendered. The 

sition is the same as if the shareholders 
had received it as part of the special 
dividend and then returned it to the 
Pactolus company as remuneration. The 
Commissioner can, therefore, treat this 
£102,414 also as income derived by the 
shareholders. 


The Commissioner cannot avoid or 
| ignore the taking up of four hundred 
thousand £1 preference shares; for that 
| did nothing to avoid tax. Nor can he 
avoid or ignore the fact that the Pactolus 
company now holds 161,213 shares shorn 
of special dividend rights—because that 
does nothing to avoid tax. He can only 
avoid or ignore the transfer in so far as 
it transferred the special dividend rights. 


In the course of the argument, Sir 
Garfield Barwick submitted that Bell’s 
Case (6) was wrongly decided. In the 
opinion of their Lordships, it was rightly 
decided and the exposition of the law 
there given by the High Court of Aus- 
tralia is a valuable guide to the true 
understanding of the section. 


Sir Garfield Barwick sought to raise 
before their Lordships a further point 
which was not raised below. The Com- 
missioner assessed the shareholders in 
the tax due on the moneys received by 
them—and, in addition, included a sum 
as a penalty under s. 226 (2) of the 
Act. This penalty amounts to over 
£600,000. Sir Garfield Barwick sought 
to say that s. 226 (2) did not apply 
because the taxpayer could not properly 
be said to have “omitted” the income 
from his return—seeing that it was not 
income when he received it or when he 
made his return—but only has become 
80 ex post facto when the Commissioner 
decided to treat it so. Their Lordships 
were not disposed to allow Sir Garfield 
Barwick to raise this point as it had not 
been raised before and does not appear 
in the Case of the appellants—but, in 
any case, they think it is a bad point. 
In the events that have happened, the 
money has been determined to be assess- 
able income. As such it ought to have 
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been included—and has not. The tax- 
payer is, therefore, liable to the penalty. 


Their Lordships will, therefore, humbly 
advise Her Majesty that this appeal should 
be dismissed. The appellants must pay 
the costs. 


The following comments concerning 
the application of Section 260, arising 
from the decision of the Privy Council, 
may be of interest: 


(a) Section 260 is concerned with 
every “contract, agreement, or 
arrangement” which has the pur- 
pose or effect of avoiding tax. 


The motive is not important, but 
the means employed is. 


The arrangement must be such as 
to avoid a liability to tax which 
otherwise would fall, not to dis- 
place a liability which has al- 
ready accrued. 


It must be necessary to assert or 
affirm, by an examination of the 
action taken (but not the motives 
behind the action) that it was 
done in that way in order to 
avoid tax. If the transactions 
undertaken could be explained 
“by reference to ordinary busi- 
ness or family dealing”, Section 
260 would not apply to the ar- 
rangement. 


(e) The avoidance of tax need not 
be the only purpose or effect of 
the arrangement made; there may 
be other purposes or effects, but 
the section would apply if one of 
the purposes or effects was to 
avoid a liability for tax. 


The question therefore seems 
to be: Can a particular arrange- 
ment be explained on business 
grounds, or as a family reorgani- 
sation, without necessarily being 
regarded as a means of avoiding 
tax? If it can, then Section 260 
should not apply. But if it ap- 
pears that the transactions have 
been arranged in that way in 
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order to avoid tax, Section 260 
could apply, even though other 
purposes or effects might be pre- 
sent. 


(f) For the application of Section 260 
to produce a liability to tax, the 
Commissioner must be able to 
show that moneys have come 
into the hands of taxpayers which 
the Commissioner is entitled to 
treat as income. 


(g) The effect of Section 260 is to 
avoid the arrangement as against 
the Commissioner, so far as it 
has the purpose or effect of 
avoiding tax. It does not affect 
the validity of the transactions 
between the parties concerned. 
The Commissioner, in applying 
the section, could therefore dis- 


regard transfers or conveyances 
of property in determining how 
the moneys received by the tax. 
payer concerned (or deemed to 
have been received by the tax- 
payer and paid over to another, 
as the Privy Council considered 
was the case as to the amount 
of £102,414 cash received by P. 
Ltd.) should be treated for in- 

come tax purposes. 


In the Newton case, the moneys re- 
ceived by the shareholders had the 
character of a receipt of capital. The 
application of Section 260, by ignoring 
the transfer of dividend rights on the 
shares sold to P. Ltd., had the effect 
of treating such moneys received, and 
deemed to be received, as dividends, and 
thus income subject to tax in the share- 
holders’ hands. 





NOTES ON SELECTED TAX CASES 


RESIDENCE OF COMPANY 


The English High Court considered 
matters affecting the determination 
of the residence of a company, for 
the purposes of United Kingdom 
income tax. 


In the ascertainment of profits which 
are to be subject to United Kingdom 
income tax, allowance is made for cer- 
tain payments, known as “subvention 
payments”, which are made by one com- 
pany to an associated company resident 
in the United Kingdom. 


A wholly owned English subsidiary 
of an English parent company made 
“subvention payments” to three other 
subsidiaries, incorporated in East Africa. 
For those payments to be allowed as 
deductions, in determining the English 
subsidiary’s taxable income, it would be 
necessary for the East African com- 
panies to be residents of the United 
Kingdom. In the case of Bullock (In- 
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spector of Taxes) v. Unit Construction 
Co. Ltd. (1958) 3 All E.R. 186, the 
question for decision was _ therefore 
whether these East African companies 
were, in fact, United Kingdom residents. 

The East African companies, incor- 
porated and registered in Kenya, carried 
on business in that country. The articles 
of association provided that the manage- 
ment and control of the companies were 
in the hands of the directors (who were 
all residents of Kenya) and that direc- 
tors’ meetings could be held anywhere 
outside the United Kingdom. All this 
was arranged, originally, in order that 
it might be established clearly that the 
companies were solely resident in 
Africa, and thus any profits earned 
would not be subject to United Kingdom 
tax. 

Later, however, the situation changed. 
The companies suffered losses, and it 
was decided that the directors of the 
parent company should take over the 
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management and control of the com- 
panies’ activities. The directors of the 
African subsidiaries were elected on the 
instructions of the parent company, and 
any decision to remove directors was 
taken by the London board. The min- 
utes of the local directors’ meetings re- 
corded only formal business or the im- 
plementation of decisions of the parent 
company’s directors. In fact, the direc- 
tors of the African companies did not 
manage and control the business, and 
if they had attempted to act contrary 
to the instructions of the London board 
- would have been removed from 
office. 


It was admitted that the African sub- 
sidiaries were resident in East Africa. 
Now it was contended, having regard 
to the fact that the subsidiary companies’ 
directors were under the authority of 
the directors of the parent company, that 
the central management and control of 
the African subsidiaries were in the 
United Kingdom, and therefore that the 
companies were also resident in the 
United Kingdom. 


The Court sought to discover where 
the “controlling power and authority” of 
the company was to be found, and con- 
sidered that it was necessary to deter- 
mine where was the authority which 
could properly be exercised within the 
framework of the constitution of the 
companies concerned. It decided that 
the superior or directing authority did 
not rest with the parent company’s board. 
According to the constitution of the 
African companies, the English board 
had no authority over the subsidiaries’ 
boards. 


Thus, although as a matter of fact the 
African companies’ directors accepted 
the instructions of the directors of the 
parent company, and it was in their 
interests so to do, yet the controlling 
power and authority were invested ac- 
cording to the Articles of Association of 
the African companies in the local boards 
of directors and it was therefore held that 
the place of residence of the companies 
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was East Africa. The deduction claimed 
for the “subvention payments” was ac- 
cordingly disallowed. 


PROPERTY BOUGHT FOR RE-SALE 


A loss on sale of a caravan acquired 
by a real estate company was held 
by the Board of Review to be an 
allowable deduction, as it had been 
bought for the purpose of profit- 
making by sale. 


Section 52 of the Income Tax Assess- 
ment Act provides for the allowance of 
a loss on the sale of property where 
the circumstances are such that if a 
profit had resulted, such profit would 
have been assessable. It is provided 
further, however, that except where the 
Commissioner is satisfied that the pro- 
perty has been purchased for re-sale at 
a profit, a deduction will not be allowed 
unless the taxpayer notifies the Commis- 
sioner, in the first income tax return 
lodged after the acquisition of the pro- 
perty, that he has bought the property 
with the object of profit-making. 


The taxpayer, in 7 C.T.B.R. (N.S.) 
Case 106, was a company trading in 


real estate. It bought a caravan in 
August 1953, which was placed on sub- 
divided land which the company was 
endeavouring to sell. The company 
stated that it was attempting to sell the 
caravan, either with a block of land, or 
separately, and until it was sold, the 
caravan was used as an office on the 
subdivision. Neither were sold readily. 
The sale of the caravan was made in 
June 1955. 


The taxpayer company’s return for 
the year ended 30 June 1953 was lodged 
in December 1953. The Commissioner 
considered that the requirements of the 
proviso to Section 52 had not been met, 
because in the first return lodged after 
the acquisition of the property (in 
August 1953) a notice did not appear 
that the caravan had been acquired for 
re-sale at a profit. In the return for 
the year ended 30 June 1954, such a 
notice did appear. Even though the 
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required notice was given too late, the 
loss would have been allowed if the 
Commissioner had been “satisfied that 
the property was acquired by the tax- 
payer for the purpose of profit-making 
by sale”. Obviously, he was not so 
satisfied. 


The Board, however, has “all the 
powers and functions of the Commis- 
sioner in making assessments, determina- 
tions, and decisions” under the Act. In 
the exercise of those powers and func- 
tions, after hearing the taxpayer com- 
pany’s evidence, the Board was satisfied 
that the caravan had been acquired for 
the purpose of profit-making by sale, 
and accordingly the loss on sale was 
allowed. 


INCOME RECEIVED IN UNITED 
KINGDOM 


A resident of the United Kingdom 
succeeded in having funds, which 
originally represented United States 
income, brought into the United 
Kingdom without involving a liabil- 
ity to U.K. tax. 


The taxpayer was born an American 
citizen and remained domiciled in the 


United States. He was, however, a 
British subject resident in the United 
Kingdom. 


Under the United Kingdom income 
tax law, any income brought into the 
United Kingdom “arising from securities 
out of the United Kingdom”, or “arising 
from foreign possessions” would have 
been subject to U.K. tax in the taxpayer’s 
hands. 


The income from life interests in the 
estate of the taxpayer’s father, and the 
estate of his mother, both of which 
were in the United States, was credited 
to the taxpayer’s account in the Bank of 
New York. It was agreed that this in- 
come represented either income arising 
from securities out of the United King- 
dom or income arising from possessions 
out of the United Kingdom. 
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If this income were remitted to the 
United Kingdom, the taxpayer would be 
subject to U.K. tax on it. The problem 
was how to get the funds to the United 
Kingdom without involving the conclu- 
sion that there was a remittance, or a 
constructive remittance, of income. 


The taxpayer drew cheques in dollars 
on the New York Bank in favour of his 
English banks, and requested them to 
convert the proceeds into sterling or to 
purchase the cheques. The English banks, 
in their capacity as dealers, sold the 
dollars specified in the cheques to the 
Bank of England, and credited the tax- 
payer’s account with the sterling equiva- 
lent. The English bankers then pre- 
sented the cheques to the Bank of New 
York which honoured them and trans- 
ferred the amount of dollars involved to 
the account of the Bank of England with 
the Federal Reserve Bank of the United 
States. 


The United Kingdom Inland Revenue 
Department treated the funds which 
were credited to taxpayer’s English 
banks as income subject to U.K. income 
tax. He appealed to the Special Com- 
missioners against the assessments; they 
took the view that no remittances of 
American income had been brought into 
the United Kingdom, and no construc- 
tive remittance had taken place, and 
thus the assessments should be dis- 
charged. The Crown’s appeal against 
the decision of the Special Commissioners 
was the subject of Thomson (Inspector 
of Taxes) v. Moyes (1958) 3 All E.R. 
225. 


The High Court agreed with the con- 
clusion reached by the Special Com- 
missioners. It was considered that the 
taxpayer had entered into a contract for 
the purchase of sterling, a contract 
which was made in England and was 
to be performed in England, and it was 
no part of the contract that dollars 
were to be brought into England. If 
dollars had been brought into England, 
they were brought in not as the property 
of the taxpayer but as the property of 
the Bank of England. In performing 
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their part of the procedure, the English 
bankers were regarded as acting as prin- 
cipals and not as agents for the tax- 
payer. It was held therefore that no 
dollars representing the income of the 
taxpayer had been brought into the 
United Kingdom during the period con- 
cerned. 


BUSINESS CAR USED ORIGINALLY 
FOR PRIVATE PURPOSES 


The Board of Review decided the 
basis of depreciation to be allowed 
on a motor car which had for some 
time been used for private pur- 
poses only. 


In the case of Federal Commissioner 
of Taxation v. Anderson 6 A.I.T.R. 324 
(reported in the September 1957 issue 
of The Australian Accountant) the High 
Court confirmed that in determining the 
“depreciated value” of a motor car used 
only partly for business purposes, for 
the purpose of calculating the loss on 
disposal (if any), there should be sub- 
tracted from the cost of the car the 
total amount of depreciation that would 
have been allowable if the car had been 
used wholly for the purpose of the tax- 
payer’s business. 


The Board of Review, in 7 C.T.B.R. 
(N.S.) Case 95, had to consider what 
should be the allowance for depreciation 
when a car, previously used only for 
private purposes, was later used mostly 
in the course of producing the taxpayer’s 
assessable income. 


The car was purchased by a public 
servant in July 1951 for £957; from 
February 1955 it was used on official 
business, and the taxpayer received an 
allowance from his employers, based 
on the mileage covered. In his return 
for the year ended 30 June 1956, the tax- 
payer stated that he had received a 
mileage allowance of £397, and had ex- 
pended £315 on petrol, oil, repairs, etc. 
To this amount of £315 was added £300 
claimed as depreciation, representing 
25% of £1,194, the replacement cost of 
the vehicle. 
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In the assessment, the Commissioner 
disallowed the excess of the amount 
claimed over the allowance received, 
without making any calculation of de- 
preciation. 


Subsequent to the taxpayer’s objection 
against this disallowance, the claim was 
re-examined, and on the basis of the 
taxpayer’s figures for expenditure on 
running costs, with an adjustment for 
private running of the car, and the in- 
clusion of an allowance for depreciation, 
the Commissioner decided that the cor- 
rect deduction should be £359, not £397 
as previously allowed. However, no 
amendment to the assessment was made. 


The Commissioner’s depreciation cal- 
culation was as follows:— 


Cost, July 1951 £957 
Depreciation 15% per annum (reducing 
balance) to June 1955 457 


Written down value at 30 June 1955 £500 


Depreciation for year ended 30 June 


1956—15% of £500 £75 
Less—2/15ths representing private use 10 
Amount allowable £65 


In view of the decision in Anderson’s 
case (above) the Board considered that 
the method by which the Commissioner 
arrived at the allowance for depreciation 
was correct. It was agreed that in arriv- 
ing at the written down value at 30 June, 
1955, on which basis the allowance for 
1956 was to be calculated, it should be 
assumed that the car was used wholly 
for business purposes in the earlier years. 


The chairman of the Board, how- 
ever, made two further calculations of 
depreciation allowable in 1956 on the 
basis that the depreciation rate for the 
earlier (private use) years was lower 
than the 15% used in 1956, with a 
consequently higher written down value 
at 30 June, 1955. But as the total de- 
duction for car expenses allowed (£397) 
was greater than the Commissioner’s cal- 
culation (£359) the margin was suffi- 
cient to absorb any extra amount of 
depreciation so calculated, and it was 
decided that the assessment should stand. 
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Rebate on Dividends for Shareholder Company 


N a recent Board of Review case, 
it was decided that a company 
was not entitled to a rebate on 
dividends included in its taxable 
income, because the company was 
not a “shareholder” as required by 
Section 46 of the Income Tax 
Assessment Act. 


A life interest in a deceased estate 
had been assigned by the beneficiary, 
for a consideration, to the taxpayer 
company. The income to which the 
beneficiary would have been entitled from 
the estate was accordingly paid to the 
company by the trustees; this income 
consisted wholly of dividends. 


The taxpayer company claimed a re- 
bate on the income from the estate 
included in its taxable income, on the 
ground that, as the company was the 
beneficial owner of the shares held by 
the trustees of the estate in trust for the 
beneficiaries, it was a shareholder within 
the meaning of Section 46(1) of the Act 
and was entitled to the rebate on divi- 
dends, provided by that Section. 


Section 46(1) states that:— 


“Subject to this section, a share- 
holder, being a company which is a 
resident, shall be entitled to a rebate 
in its assessment of the amount ob- 
tained by applying to that part of the 
dividends included in its taxable in- 
come the average rate of tax payable 
by the company.” 


The Commissioner took the view that 
the taxpayer company was not a share- 
holder in any company from which the 
trustees of the estate derived income 
from dividends. Further, the Commis- 
sioner contended that the company pos- 
sessed merely a right to income from 
the estate, and that such income does 
not retain the character of dividends in 
its hands. 


The Board did not concern itself with 
the question whether the income re- 
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ceived by the company from the estate 
consisted of dividends. However, there 
appears to be substantial authority for 
the conclusion that income does in fact 
retain its identity when it passes from 
the trustee of an estate to the beneficiary. 


The question to be decided, therefore, 
was whether the company was a “share- 
holder”. Without dissent, the Board 
decided that it was not, and therefore, 
the rebate under Section 46(1) was not 
allowed an the dividends included in its 
taxable income. 


It was agreed that the trustees of the 
estate, not the taxpayer company, were 
the registered holders of the shares from 
which the dividend income was derived, 
and that the company was not a re- 
gistered shareholder in any other com- 
pany. The company had a beneficial 
interest in the dividends, but it was not 
the shareholder, because “shares are 
held by the person in whose name they 
are registered” (Avon Downs Pty. Ltd. 
v. Federal Commissioner of Taxation 
4 A.I.T.R. 195). The rebate of tax 
provided by Section 46(1) is allowed, 
said the chairman of the Board, only 
to a company which is a resident and 
which is the legal owner of the shares 
in respect of which the dividend is paid. 
The company was neither directly nor 
indirectly the holder of the shares re- 
gistered in the names of the trustees of 
the estate. 


This decision of the Board of Review 
(reported in 8 C.T.B.R. Case 4) must 
be viewed with some concern. It is not 
an uncommon practice for shares in 
companies to be registered in the name 
of an individual nominee, or a nominee 
company, and held on behalf of 4 
company which is thus the “beneficial 
owner” of the shares. Such shares are 
held as trustee for the company which 
ultimately receives the dividend and 
includes it in its assessable income. 
Presumably, therefore, on the authority 
of the conclusion reached by the Board 
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in this case, the recipient of the dividend 
(the company) would not be entitled to 
a rebate on the dividends included in 
its taxable income, because it is not 
“the shareholder” (i.e. the registered 
holder of shares) in respect of which the 
dividend is vaid. 


In any case, some assumptions appear 
necessary when an attempt is made to 
understand what Section 46(1) means. 
The sub-section provides for a rebate 
to be granted to a resident company 
which is “a shareholder”. 


One member cf the Board said “as- 
sumably those words mean a _ share- 
holder in the company declaring the 
dividend”. 


The chairman said “it appears clear 
to me that the word ‘shareholder’ in 
Section 46(1) refers only to the person 
whose name is entered in the register 
of the company in respect of the shares 
in question”. 


A company may be the registered 
holder of one share only, but may re- 
ceive dividends from a much larger 
parcel of shares held on its behalf by 
some other person as nominee. In such 
circumstances, the company fulfils the 


requirement that it should be a share- 
holder in the company declaring the 
dividend, but is it not the “shareholder” 
in respect of all the shares in respect of 
which the dividend it actually receives 
is declared. 


The helding of shares by a nominee 
on behalf of a company which ultimately 
receives the dividend may be regarded 
as no less a trust estate than that which 
existed in the Board case. It would be 
hard to imagine that the Commissioner 
was not fully conscious of this fact, and 
that the decision of the Board did not 
represent anything more than the ex- 
pression of the principle in formal, and 
very definite, terms. Yet the receipt of 
dividends by resident companies, on 
shares held by another person as nom- 
inee for the recipient, has been attended 
in practice by the allowance of the 
Section 46(1) rebate. To deny the re- 
bate in such circumstances would be 
unrealistic, to say the least, so that the 
Board’s decision appears to require an 
expression of the Commissioner’s views 
on the subject, or an amendment of the 
law to ensure that the strict application 
of the sub-section does not produce a 
result which the enactment of Section 
46(1) could not have intended. 





QUESTIONS AND ANSWERS IN PARLIAMENT 


Mr. G. M. Bryant 
asked the Treasurer: 


(Wills, Queensland) 


1. Why is a person proceeding to overseas 
territories under Commonwealth control re- 
quired to obtain a taxation clearance? 


2. What is the estimated cost of adminis- 
tering this requirement? 


The Treasurer replied: 


1. A taxation clearance is necessary because 
the taxation laws require a person intending 
to leave Australia to present a clearance 
certificate to the owner or charterer of the 
ship or aircraft on which he proposes to 
travel. Where a person has travelled to a 
Commonwealth-controlled territory outside 
Australia, the taxation laws do not prevent a 
ship or aircraft owner from taking that person 
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to another country. A loophole enabling de- 
faulters to avoid payment of tax would be 
opened up if travellers were not required to 
place their taxation affairs in order before 
leaving Australia for a Commonwealth-con- 
trolled territory or elsewhere. 


2. No separate cost figures are kept for the 
various sections of taxation offices. It is 
estimated, however, that the total annual cost 
of administering the overseas clearance re- 
quirements is £66,000. During the year ended 
30th June, 1958, 128,000 clearance certificates 
were issued to persons leaving Australia and 
approximately 9,800 of those certificates were 
issued to persons proceeding to territories 
under Commonwealth control. On a propor- 
tionate basis the annual cost of administering 
the requirement would be about £5,000. 
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FINANCIAL NOTES 


HE year 1959 has cpened strongly. 
The wool market seems a little 
stronger—or, at least, latest sales tend 
to confirm the impression of late last 
year that prices had reached their lowest 
levels. 


The official pronouncements of wool 
brokers could be expected to lean on the 
optimistic side so, perhaps, such recent 
statements as Winchcombe Carson’s, 
“There seems little doubt that the market 
will favour wool growers at least until 
Easter” may be accepted with a grain 
of salt. Yet, even with Winchcombe, 
there might be some expectation of firm- 
ness but nothing spectacular in price re- 
covery. The company added to the 
above report, “A sharp improvement in 
values, however, should not be antici- 
pated”’. 

In the meantime the pastoralists are 
suffering. This month the Melbourne- 
based pastoralist, Squatting Investment 
Co. Ltd., reported a small loss for the 
year ended 31 December and the omis- 
sion of a dividend for the first time 
since 1938. Directors’ reasons for the 
bad year were simple. They reported 
“A marked decline in wcol prices, ad- 
verse seasonal conditions, and inevitable 
reduction in the season’s clip”. For a 
recovery, a “considerable increase in 
wool prices would be necessary to com- 
pensate for a smaller clip”. 


The sobering experience of this for- 
merly highly successful company tends 
to push into the background the more 
comforting statements that are going 
around — that “prices won't get any 
worse” and “seasonal conditions are 
better now.” 


+ + + 


ESPITE the problems of our pre- 
mier export, the share market so 

far in 1959 has gone on from strength 
to strength. Prices are very firm but, 
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of even greater significance in determin- 
ing investor-confidence, is the fact that 
there has been a considerable increase 
in actual market activity. Some support 
for this attitude might be found in the 
good rate of capital inflow. Overseas 
investors certainly are not in two minds 
about the long-term future cf the coun- 
try. To a degree, therefore, there has 
been some relief to the overseas reserves 
run-down. 


Share investors, of course, have con- 
sidered this factor far less than the one 
that coloured most of their thinking 
during 1958—that was the increased 
buying by financial institutions and unit 
trusts. On the share market the position 
is fairly simple, demand is heavier than 
supply and so share prices are high. 

Buyers have taken the line that the 
institutions will still be in the market in 
1959, for they are buying for long-term 
holding. Yet, even for these professional 
market operators, there is a limit to what 
may be paid for a share. Some have, 
privately, come to the decision that pre- 
sent prices are high enough. 

The unit trusts, striving to maintain 
a reasonable return to sub-unit holders, 
are more hard-pressed than most. Some 
are seeking lesser-known but higher 
yielding investments while one has turned 
with some emphasis to the market for 
fixed-interest securities until the level of 
share prices descends. 


+ + > 


N the United States there is a con- 

siderable degree of confidence in 
1959 proving to be a better year. Presi- 
dent Eisenhower, in his annual economic 
report, said that the U.S. had regained 
most of the ground lost in the recession 
cf 1957-58. 


Unemployment was still an above nor- 
mal 4,100,000 but this was one million 
below the highest figure reached during 
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the recession. The total output of goods 
and services reached an annual rate of 
453,000 million dollars in the final quar- 
ter of 1958, against 437,000 million 
dollars in the corresponding quarter of 
the previous year. 


Business forecasters were still a little 
doubtful about prospects of recovery 
in the key automobile industry during 
1959 but, everywhere else, they saw 
prosperity. Personal incomes will be 
higher, there will be a big increase in 
retail sales and a substantial amount of 
restocking by industry generally. 


e 7 7 


HERE have been some interesting 

new developments in the raising of 
capital so far this year. Chain retailer 
G. J. Coles tackled the huge cost of pro- 
viding shareholders with a market for 
selling their rights in forthright fashion 
by placing shares with the public at a 
price pitched close to the market, and 
“compensating” shareholders with the 
promise of a bonus share issue later in 
the year. 

The common practice for Australian 
companies listed on the Stock Exchanges, 
when raising share capital, is to offer the 
issue to shareholders, often at par value 
on a specified ratio and with a right to 
renounce their rights if they wish. The 
chain stores, Coles and Woolworths, 
have in recent years differed from this 
practice. 


From the company’s point of view it 
is far better to issue shares at a price 
close to the market. In this way earn- 
ings may be supercharged and the in- 
terests of shareholders must inevitably be 
improved in the long run. The majority 
of people, however, buy shares for more 
or less immediate, rather than long-term, 
benefits. The placement idea, therefore, 
has little appeal to the great majority of 
shareholders.. 


Ccles, however, with their move seem 
merely to be saving the cost of providing 
the facility of a rights market, for the 
promised bonus issue rather neatly cuts 
out the premium on the share issue 
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raised from the public. It will be in- 
teresting to see whether the Coles move 
will set a precedent. Certainly the sav- 
ing in costs may influence others to try 
the idea—and, if shareholders benefit 
and prospects are not impaired, there 
seems little cause for complaint. 


+ o > 


HE new capital moves of petroleum 
company H. C. Sleigh also were 
interesting. As part of its plan to raise 
additional funds this company has re- 
vived the preference share. These days 
preference shares are generally considered 
to be a little out-of-date. Because notes 
are now well accepted by investors, and 
because of the tax saving to a company 
in paying note interest out of profits 
rather than by appropriating preference 
dividends from them, notes today are 
almost universally adopted. 


Because of its high market status, 
Sleighs would have had little trouble in 
putting across a note issue—another rea- 
son for the general surprise. One point 
which may have been influential is 
that company-investors still prefer divi- 
dend income—to them note interest is 
taxable. The Sleigh board possibly had 
these organisations in mind. Market 
talk is that a big parcel of these prefer- 
ence shares will be issued to a financial 
institution. 


+ + > 


UT then, of course, there is no need 
to go to the public at all for new 
money. Melbourne private company 
Rubbertex Pty. Ltd. caused general sur- 
prise late in January by its announce- 
ment Of a loan of some £A100,000 from 
the International Finance Corporation of 
Washington, U.S.A., an associated com- 
pany of the World Bank. 


Rubbertex, which makes aircraft, in- 
dustrial, automotive and medical rubber 
goods, as well as rubber-to-metal bond- 
ing for vibration damping, has plans for 
an appeal later for funds from the Aus- 
tralian public and listing on the Stock 
Exchange. The I.F.C. link virtually as- 
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sures the success of the public approach, 
for this loan is a tangible expression of 
faith in the Australian undertaking. 


The I.F.C. has invested 9.6 million 
dollars since its inception in 1946 in 
nine private industrial enterprises—four 
in Brazil, two in Mexico, and one each 
in Chile, Pakistan and Australia (the 
Australian investment was in Sydney 
timber company, Duncan’s Holdings 
Ltd.). The Rubbertex investment is in 
6 per cent. notes maturing between 1961 
and 1970. The I.F.C. will, in addition 
to the fixed interest, receive contingent 
interest payable in Australian pounds, 
depending on the amount of earnings. 

For Rubbertex it seems a good propo- 
sition. And for Australian companies 
generally it is an encouraging thought 
that here is another potential source of 
funds which apparently is interested in 
investing in this country. 


+ + + 


HE Commonwealth Government’s in- 
novattion of Special Bonds has 
proved an outstanding success. Public 


acceptance of these new-type securities 
has relieved one of the Treasury’s big 
worries abcut the current programme of 
converting the maturing loans of the war 


and immediate post-war years. In the 
loan of late last year the new bonds had 
a £8.5 million cash subscription from 
the public and £11.3 million of war loan 
was converted to this form of security. 
In addition, since then some £6 million 
have been taken up for cash. 


The Special Bonds, with their redemp- 
tion privileges ensuring that subscribers 
will not lose capital (as did many people 
who had to sell their war loans before 
maturity), have cured the public’s sour- 
ness on the bond market. 


+ a + 


OWEVER, of all the new year’s 

developments in the business world, 

none can approach in spectacle and 

national importance the new £23 million 

petro-chemical industry to be established 
at Altona in Victoria. 


In itself the project is substantial. 
Annual value of production is estimated 
at £11 million and the saving of imports 
will be of considerable importance. But, 
further, this new industry foreshadows 
the opening up of additional industrial 
development. 


Companies involved in the deal are 
Vacuum Oil Co. Pty. Ltd., Union Car- 
bide Australia Ltd., ©.S.R. Chemicals 
Pty. Ltd., Distillers Co. of London and 
the Dow Chemical Co. of America. The 
Australian public has an equity through 
Union Carbide and C.S.R. Chemicals 
but at this stage it is not known how, or 
in what proportions, the project will be 
financed. 


Apart from the practical considerations 
of the development there is the realisa- 
tion that a move of this magnitude, and 
in this new field, marks the beginning 
of a new era in Australia’s industrial 
growth. 





NOTE ON MECHANISATION ... 


The man of judgment will select that which he finds will be of most service 


in his own particular case. 


A system which under one set of conditions is essential, 


and can be worked with simplicity, may, under different conditions, be cumbrous 
and complicated. After all, it is not the apparatus of business but the intelligence 


devoted to it which brings success. 


other hand, 


intelligence exist, 


No amount of appliances will bring business 
to a concern which lacks good organization and intelligent management. 
whe >re organize ation and 
with but a small modicum of cunningly-devised business appliances 


On the 
success may be attained 
The Secretary. 


The thoughts expressed above are as true today as 


when 


they originally appeared 


in April 1908. 
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STANDARD COSTING SYSTEM 
FOR A JOINERY FACTORY 


VER ten per cent. of New South 

Wales (and Australian) fac- 
tories are engaged in the woodwork- 
ing industry, of which joinery fac- 
tories form a considerable part. The 
annual value of their output approxi- 
mates £170,000,000 for Australia. 
That is, the woodworking industry 
ranks about seventh in national size. 


Yet, for an industry of such im- 
portance, there is practically an 
absolute lack of accountancy litera- 
ture available for the guidance of 
those concerned in costing its pro- 
ducts. Even overseas sources are 
nearly barren on the subject. 


Perhaps the reason lies in the 
comparative smallness of each fac- 
tory. The average number of em- 
plovees per factory is only ten. As 
compared with, say, the heavy engi- 
neering industry, even the largest 
joinery factory would appear small. 


However, the joinery industry is 
highly competitive, and a good cost- 
ing system is therefore imperative 
in every factory. 

Job Costing 

The products of a joinery factory 
lend themselves basically to a job 
costing system. Every batch of pro- 
duct—be it doors, box frames, sashes 
—is complete in itself. Then there 
are various types of the same pro- 
duct (doors, for example), the 
methods of production and the costs 
of which bear little relation to each 
other. Finally, even in stock joinery, 
there are many different sizes of the 
same type of product. For instance, 
there are at least eight stock sizes 
of window frames and sashes. 
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Experience has shown that, even 
in a small factory, the mass of 
detail to be costed under a job cost- 
ing system is both time-consuming 
and expensive. Besides, the final fact 
arrived at, that, for example, a batch 
of 4 ft. x 3 ft. sashes cost 48/- each 
whilst a previous batch cost 44/- 
means little or nothing in itself. 


Standard Cost Method 


To produce cost figures which 
would be of benefit to management, 
the system of standard costing here 
outlined was evolved in actual prac- 
tice. 


Although the system was not based 
on the more elaborate scientific bases 
of many standard costing systems— 
for economic reasons it could not be 
— it did prove in practice to be of a 
high degree of accuracy. 


Further, the work involved was 
reduced from being a time consum- 
ing and costly process to an efficient 
and cheap method of supplying valu- 
able data. 


The advantages accruing from this 
system may be summarised as 
under :— 


It is speedy and easy to operate in 
comparison with the job costing 
system. 


It provides immediately the 
amount which a certain item of 
stock joinery should cost. 


With the data of stock joinery 
costs immediately available, the 
work of quoting and pricing is 
simplified. 





Pricing of finished and partly 
finished products is simplified at 
stocktaking time. 


Considerable control is gained over 
many functions of the business in 
a manner not otherwise attain- 
able. 


Chart of Accounts 

As in any sound system of ac- 
counts, the basis is a good chart of 
accounts. It acts as a guide through 
the labryinth of the various business 
functions and operations. It divides 
the accounts in such a way that 
responsibility for results is placed 
exactly where responsibility lies. 


If a good chart of accounts is al- 
ready in operation, then very little 
amendment will be necessary in the 
accounting system when standard 
costing is introduced. Even under a 
job costing system, the general 
classification of accounts should be 
as under :— 

. Fixed Assets. 

. Stock Accounts. 
Current Assets. 

. Capital. 

. Fixed Liabilities. 
Current Liabilities. 
Sales Accounts. 

. Cost of Sales Accounts. 
Clearing Accounts. 

. Factory Expenses. 

. Selling Expenses. 

. Administrative Expenses. 
. Financial Expenses. 


For the standard costing system, 
the only additional classification that 
is needed would be:— 

O. Variation Accounts. 


A 
B 
C. 
D 
E 
F. 
G. 
H 
J. 
K 
L 
M 
N 


The particular classifications of 
interest to the standard costing sys- 
tem should be:— 

B. Stock Accounts. 

H. Cost of Sales Accounts. 

J. Clearing Accounts. 

K. Factory Expenses. 

O. Variation Accounts. 


Stock Accounts 
In the general ledger, the follow- 


ing sub-divisions make a suitable 
classification of stock accounts :— 
Bl. Raw Materials— 
(a) Timber. 
(b) Plywood. 
(c) Glass. 
(d) Hardware. 
B2. Work in Progress— 
(a) Material. 
(b) Labour. 
(c) Expense. 
B3. Finished Goods. 


For all general purposes, this 
classification will cover the needs of 
most joinery factories. However, it 
may be expanded further according 
to the amount of control required by 
any particular factory. 


Raw Materials 

Because of its simplicity in keep- 
ing control over stocks and its speedi- 
ness at stocktaking time, besides its 
fundamental use in the standard 
costing system, it has been found 
that keeping all items of stock at a 
standard cost price is highly advan- 
tageous. 


All items purchased into stock and 
all items issued from it will be 
costed at this standard price. 


The initial work involved in deter- 
mining the standard cost price of 
each line is not unduly extensive. 
The number of different raw mate 
rials used in a joinery factory is 
quite limited. There is no necessity 
for any greatly involved formula. 
With prices more or less stable, cur- 
rent normal prices plus the cost of 
getting the goods to the factory can 
be taken as standard price. 


However, care should be taken to 
watch for permanent changes in any 
buying prices. Where these occur, 
a change should be made in the 
standard prices of the items con- 
cerned. 

As determined, the standard price 
of each item of raw materials should 
be listed and kept in a manner best 
suited for easy reference. 
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Raw Materials in Voucher Register 


When the purchase invoice for any 
particular item of raw materials is 
received (together with the applic- 
able freight or cartage invoice), the 
actual landed cost is determined. 
Using the standard cost list above- 
mentioned, the standard price is then 
determined. 


For example, 5,000 linear feet of 
joinery timber is invoiced in for 
£265, while cartage charges are £48. 
Thus the actual landed cost price is 
£313. If the standard price of this 
material is 120/- per 100 linear feet, 
then the standard price of the ship- 
ment is £300. 


The entries will then be made in 
the voucher register (or purchase 
journal). A suitable ruling for the 
stock accounts would appear as 
under :— 


Work in Progress Accounts 

The operation of the Work in Pro- 
gress accounts should not prove diffi- 
cult. The following brief remarks 
should be sufficient to illustrate the 
sources of the entries and the work- 
ing of the accounts. 


In each of the Work in Progress 
accounts, the basis of the credit 
entries is the production report (see 
later). From this will be obtained 
the standard cost of material, labour 
and expense used up in completed 
work. Also from this report will be 
obtained the standard cost of mate- 
rial, labour and expense involved in 
uncompleted work. 


For the Work in Progress (Mate- 
rial) account, it is then a simple 
matter of adding the standard cost 
of materials in completed work to 





TIMBER | PLYWOOD 


GLASS | 


HARDWARE ; 





| Actual Standard | Actual 


| Standard | 


Actual | Standard | Actual Standard | 





] 
| | | 

Values shown on the purchases 
invoice (and the freight invoice) are 
then entered in the appropriate 
“actual” column of the voucher 
register, while the determined stan- 
dard price is entered in the stan- 
dard column. 


When the voucher register is 
totalled at the end of each month, 
the net total variation between the 
“actual” and “standard” columns of 
the stock accounts is determined. 
This amount will be posted to the 
debit or credit, as the case may be, 
of the Material Price Variation ac- 
count (see later). This amount 
represents a profit or loss on buying 
in relation to a predetermined figure. 


The totals of each of the “stan- 
dard” columns will then be posted to 
the debit of the appropriate raw 
material accounts in the general 
ledger, thus showing the standard 
cost of materials purchased. 
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that for uncompleted work at the 
end of the period and subtracting 
the standard cost of materials in 
uncompleted work at the beginning 
of the period. This will give the 
standard cost of materials drawn 
from store and into production dur- 
ing the period. 


A journal entry will then be made 
debiting Work in Progress (Mate- 
rials) and crediting Raw Materials 
with this figure. 


Work in Progress (Labour) ac- 
count will be debited with the 
amount of direct labour at standard 
cost that entered into production 
during the period. This figure will 
come from the labour distribution 
journal (see later). 


The debit to Work in Progress 
(Expense) account is determined in 
a similar manner to that for mate- 
rials. This amount will at the same 


| 
| 
| 
| 
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time be credited to Expense Distri- 
bution Account (see later). 


Finished Goods Account 


This account will be debited with 
the total factory cost (at standard 
prices) of all work completed dur- 
ing the period as shown on the pro- 
duction report. It is the sum of the 
items for materials, labour and ex- 
pense as were credited to the Work 
in Progress accounts. 


Credits to this account will repre- 
sent goods sold, the figure originat- 
ing from the cost of sales reports 
(see later), while balances will 
represent finished goods on hand at 
standard cost. 


Stock Accounts Illustrated 

To make clear the operation of the 
various stock accounts involved, an 
example of them is given below. It 
is to be understood that all figures 
are at standard cost. 


Basis of Standard Costs 


The basis of the standard costs 
for materials, labour and expense as 
shown in the stock accounts above 
and as used in the production report 
are Standard Job Cards, which are 
prepared for each type and stock 
size of product. 


It is in the preparation of these 
standard job cards that most thought 
must be given. They are the foun- 
tain head of the whole system, and 


RAW MATERIALS 


Balance £1,000 
Purchases 1,500 


£2,500 


Balance b/d. £1,300 


W.I.P. materials £1,200 
Balance c/d. 1,300 


Jan 31 


£2500 


VORK IN PROGRESS—MATERIALS 


Balance £500 
taw materials 1,200 


£1,700 


Balance b/d. ~ £400 


Jan. 31 Completed goods £1,300 


Uncompleted goods 400 


£1,700 


WORK IN PROGRESS—LABOUR 


Balance £400 
Labour distribution 700 


£1,100 


Balance b/d. ~ £100 


WORK IN PROGRESS 


Balance £320 
Expense distribution 560 
£880 
Balance b/d. £80 


Completed goods £1,000 
Uncompleted goods 100 


Jan. 31 


£1,100 


EXPENSE 
Jan. 31 Completed work £800 
Uncompleted goods 80 


£880 


FINISHED GOODS 


£1,700 
3,100 


Balance 
Completed goods 
£4,800 


Balance b/d. “£1,400 


Cost of Sales £3,400 
Balance c/d. 1,400 


“£4,800 


— 


Jan. 31 
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on their dependability in portraying 
standard normal costs rests the value 
of the results attained. If the stan- 
dard costs shown on the cards are 
dependable, a high degree of control 
is possible. 

Materials consist of standard 
quantities required for the particu- 
lar item after allowing for waste. 
This can be determined from a study 
of old job cost cards and from con- 
ferences with the factory foreman. 

The standard cost of the materials 
is then determined by multiplying 
the quantities obtained by the stan- 
dard cost of the raw material con- 
cerned. 

Similarly, standard labour times 
are determined by a study of job 
cost cards and by careful estimates 
worked out in conjunction with the 
factory foreman. These times are 
then converted to equivalent adult 
labour time. 

Standard labour time is then 
multiplied by standard labour rate 
to determine the cost. 

In the largest factories, time and 
motion studies may be warranted, 
but from various tests carried out it 
has been discovered that this simpler 
method works quite satisfactorily in 
practice. 

Expense is based on estimated 
normal factory expenses at a certain 
level of activity, for example, esti- 
mated factory output of £40,000. 
(See “Expense Distribution” later 


for determination of the rate.) This 
rate is then converted to a percent- 
age of the standard labour cost. 

An example of a standard job card 
is given below. 

Where a permanent change arises 
in the price of any item of raw mate- 
rials or in wage rates, the standard 
jeb cards will have to be adjusted 
accordingly, and the new standard 
costs used in place of the old. 

Likewise, where there is an altera- 
tion in the type of materials used or 
in the method of production, thus 
involving a definite change in costs, 
the standard cost cards will have to 
be adjusted. 


Special Work 

Special work lying outside the 
field of the standard costing system 
will have to be treated in a special 
manner. 

For special work on which a quota- 
tion has been given, the details of 
the quotation for materials, labour 
and expense may be treated as the 
standard cost of the job. 

Where no quotation has been given 
on the special work, the usual 
methods of job costing will have to 
be employed for the job. The result- 
ing figures will then be treated as 
the standard cost of that job. 


Labour Distribution 
The actual cost of labour paid for 
during the month is posted from the 





UNIQUE FRAMES 
For 4 ft. x 3 ft. Sashes. 


Materials: 
Ash 4” x 1”—two 4 6”, one 3’ 6” 
134” x 1” —two 4’ 6”, one 3’ 6” 
3” x 1” — two 4’ 6”, one 4’ 
Partly Manufactured: 
7” x 3” Sill— one 3’ 6” 
Stop Bead . 
Parting Bead 


Labour—14 hours @ 8/- * 
Factory Expenses—80% of Labour 


Factory Cost 
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9 s. ft. @ 165/- per 100 s. ft. 


6% s. ft. @ 190/-— per 100 s. ft. 
14 s.ft.@ 21/9 per 100 s. ft. 
13 s.ft.@ 14/6 per 100 s. ft. 


S 














cash payments journal to the debit 
of Labour Distribution account. 


Time cards are dissected into 
direct labour and the various ex- 
pense accounts. The total of these 
dissections must agree with the 
amount paid. 


The total for the month in the 
labour distribution journal is then 
posted to the credit of Labour Dis- 
tribution account, thus balancing 
that account. The expense account 
items in the labour distribution jour- 
nal will be posted to the debit of the 
various accounts concerned. 


Direct labour, as shown in the 
labour distribution journal will then 
be dissected. That portion which 
represents standard labour cost of 
production according to the produc- 
tion report journal (see later) will 
be posted to the debit of Work in 
Progress (Labour) account. The dif- 
ference will be posted to the debit 
or credit of Labour Usage Variation 
account, representing a profit or loss 
on the use of labour. 


As an example, the following 
would be a summary of the entries 
in the labour distribution journal 
for a month:— 


Direct wages— 





Work in progress £700 
Labour usage variation 30 
Various expense accounts 320 
TOTAL WAGES £1,050 
The labour accounts’ involved 


would appear in the ledger as 
under :— 
LABOUR DISTRIBUTION 





Jan. 31 Wages paid £1,050 
Jan. 31 Distribution £1,050 
VARIOUS EXPENSE ACCOUNTS 
Jan. 31 Labour Distribution £320 
LABOUR USAGE VARIATION 
Jan. 31 Labour Distribution £30 


Work in Progress (Labour) ac- 
count will be handled in the manner 
shown previously. 
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Expense Distribution 


By close analysis of fixed and 
variable factory expense, the propor- 
tion such expenses bear to standard 
direct labour at different levels of 
activity may be determined. If, for 
example, normal annual output of 
the factory is considered to be 
£40,000, at which level standard 
direct labour is estimated to be 
£8,000 and expenses £6,400, then the 
standard expense rate would be 80 
per cent. of the standard labour in- 
volved in production. 


The procedure of handling the 
various accounts is quite straight- 
forward. Postings at actual cost are 
made from the books of original 
entry to the various factory expense 
accounts. 


Each month, as mentioned pre- 
viously, a debit is made to Work in 
Progress (Expense} account and a 
credit to Expense Distribution ac- 
count of the amount of standard 
factory expense attributed to pro- 
duction for that month. 


On completion of the monthly 
postings, the various factory ex- 
pense accounts are credited out, and 
the total amount debited to Expense 
Distribution account. 


Thus, the debit side of Expense 
Distribution account will show fac- 
tory expense at actual cost and the 
credit side at standard cost. The 
balance remaining on this account is 
then posted either to the debit or 
credit of an expense variation ac- 
count. 


This variation will reflect in part 
the level of production during the 
period and in part the profit or loss 
in general operation of the factory. 
Further treatment will be given to 
this matter under “Variation Ac- 
counts.” 
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Below is shown how the expense 
accounts would appear in the general 
ledger :— 


Following the totals of completed 
work for the month in the produc- 
tion report journal, uncompleted 





FACTORY EXPENSE ACCOUNTS 


Jan. 31 Actual expenses £890 


Jan. 31 Expense distribution £890 


EXPENSE DISTRIBUTION 


Jan. 31 Factory expense £890 


£890 
EXPENSE 

Jan. 1 Balance £140 
31 Expense distribution 40 


£180 


Jan. 31 W.I.P. expense 


Expense variation 
£890 


VARIATION 





The Work in Progress (Expense) 
account will appear as shown earlier. 


Production Reports 


Production reports (in a form 
similar to the previously used job 
cost cards) will flow through to the 
office on completion of a job. How- 
ever, these will be costed (for all 
stock products) at the figures shown 
on the standard job card summaries 
for materials, labour and expense. 
This will obviate the lengthy pro- 
cess of costing each item of material 
and labour on the job cards. 


The standard cost for each pro- 
duction report is then entered in the 
production report journal. 


The procedure to be followed for 
special jobs would be as outlined 
previously. 


Job No. Item 
Completed Work 


Materials 


84 


10 Unique 
Frames 4 x 


15 4 


jobs would then be listed. Details of 
the uncompleted jobs would be as- 
certained from the job cards in the 
factory. Materials involved would be 
entered in full at standard cost. The 
percentage of completion of the job 
can be obtained from the factory 
foreman, and the percentage thus 
obtained is taken of the standard 
labour and expense involved. 


The totals of the uncompleted jobs 
recorded in the production report 
journal will thus give the standard 
cost of work in progress for mate- 
rials, labour and expense incurred in 
the current period but applicable to 
a future period. 

Postings from the journal will be 
as shown in the section on “Stock 
Accounts”. 


A sample of such a production re- 
port journal would be as under :— 


Factory 
Cost 


Labour 


Expense 


26 2 6 


0 4 18 





£1,300 0 


0 0 £720 O £2.920 








Uncompleted Work ~_— 





£400 O 
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£15 0 0 £120 0 O 


£670 





Cost of Sales 


A cost of sales analysis should be 
kept, setting out all stock lines 
handled by the firm together with 
the total standard cost of each line. 
In the case of items bought for re- 
sale, the standard cost will be the 
standard landed cost as illustrated 
earlier. Factory products are listed 
in the cost of sales analysis at stan- 
dard factory cost as shown on the 
standard job cost records. 


A typical layout of the cost of 
sales analysis is illustrated by the 
following example :— 


Quantity 
Description in Detail 
Unique Frames— 
4’ x2’ 
4’ x 2’6” 
4’ x 3’ 


turing), and also shows what gross 
profit has been made at any time. 


As far as the standard costing 
system is concerned, the ledger ac- 
count would appear as at foot of page. 


This account would be eventually 
written off to Trading Account. 


Variation Accounts 

In order to secure effective con- 
trol, the following variation accounts 
are necessary :— 


Material Price Variation account. 
Material Use Variation account. 





Total Standard 


Quantity Cost Amount 


41/9 
47/3 
52/3 





Each week (or shorter period, if 
warranted), the sales invoices for 
the previous week should be dis- 
sected and listed on the cost of sales 


analysis. By this means, the stan- 
dard cost of sales for the period can 
be easily determined. 


At the end of each month, these 
periodic cost of sales analyses should 
be summarised on a monthly analy- 
sis. From this, a journal entry is 
made, debiting cost of sales account 
and crediting finished goods account 
(and, if applicable, other stock ac- 
counts) with the total. 


The cost of sales analysis allows 
for effectual control over finished 
stocks (since stock figures at stan- 
dard cost can be obtained without 
trouble at any time), records in 
quantities the types of product that 
are being sold (thereby providing 
for controlled buying and manufac- 


Labour Variation account. 
Expense Variation account. 


The purpose and operation of the 
Material Price Variation account 
was explained earlier in dealing 
with raw materials. 


If material requisitions are used, 
the materials shown therein should 
be valued at standard price, sum- 
marised, and posted to the debit of 
Work in Progress (Materials) and 
to the credit of Raw Materials ac- 
count. Any difference between this 
figure and that obtained from the 
production report journal will be 
posted to Material Use Variation ac- 
count. 


However, unless strict continuous 
control over raw materials is re 
quired, material requisitions can 
be relinquished at a great saving. 
Variations in the use of materials 


Cee ee a ee ae ed 





COST OF SALES—FACTORY PRODUCTS 


Balance £4,900 
Finished Goods 3,400 


£8,300 
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can only then be detected at actual 
stocktaking. However, provided rea- 
sonable physical control is kept, it is 
considered that the saving in time 
and cost warrants this lack of book 
control. 


The purpose and use of the Labour 
Variation account has been described 
previously. 


In order to gain full control, the 
Expense Variation account should 
be divided into two parts, namely :— 

Expense Volume Variation ac- 

count; and 

Expense Usage Variation account. 


Since the factory has not com- 
plete control over the volume of work 
it turns out—this depends to a 
great extent on sales—a separate 
variation account should be kept to 
record the effect of these differences 
in volume. This is the account re- 
ferred to as Expense Volume Varia- 
tion. 


The fixed expenses of the factory 
are those mostly affected by changes 
in volume. The greater the volume 


of work handled, the less will be the 
amount of fixed expenses applicable 
to each unit of product. The less the 
turnover, the greater will be the 
burden of fixed expense per unit. 


For example, if normal capacity 
production of the factory is deter- 
mined (in money values) at £42,000 
per annum and fixed expense at 
£2,100 per annum, then the fixed 
expense included in each £100 of 
production is £5. On a monthly basis, 
normal production is regarded as 
being £3,500. If production fell to 
£3,000, £25 would be chargeable to 
Expense Volume Variation account. 
If production rose to £4,000, £25 
would be credited to that account. 


As shown under “Expense Dis- 
tribution” previously, the balance re- 
maining in Expense Distribution ac- 
count is posted to the debit or credit 
of Expense Variation account. Now, 
if the two expense variation ac- 
counts are employed as suggested, 
this balance will have to be split up 
between them. Firstly, the amount 
determined as shown above will be 
posted to the Expense Volume Varia- 





WEEKLY OPERATING REPORT 


Stock Estimate 
As at 

Add Purchases 
Less Cost of sales 
As at 


Sales, etc. 


Sales for the week 


Less Cost of sales 
Gross profit 
Progressive Sales Report 


Sales to date this month 


Less Cost of sales 


Gross profit 
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Week ending: 





tion account. The balance then re- 
maining, whether it be a debit or a 
credit, will be posted to Expense 
Usage Variation account. 


Expense Usage Variation account, 
in effect, reflects the profit or loss 
resulting from the operation of the 
factory. 


At the end of the period, the 
balances remaining on the different 
variation accounts—material, labour, 
and expense—are posted out to Cost 
of Sales account. 


Reports 

Each week, a report can be pre- 
pared setting out the stock position 
and sales results based on standard 
costs. With the use of the figures 


supplied by the cost of sales analy- 
sis, this is a simple matter. A sample 
of the layout of such a report is as 
given on the preceding page. 


At the end of each month, the pro- 
gressive sales figures will set out 


the position for the month. 


After postings are completed, a 
monthly report on the factory opera- 


tions should be prepared. This will 
first set out the activities for the 
month at standard cost and then will 
exhibit the variations which have 
arisen in practice. The final figure 
will show the actual cost of produc- 
tion for the month. A specimen of 
such a report is set out at the foot of 
this page. 

Such reports as these will supply 
the management with full informa- 
tion on which it can base complete 
control over the factory activities. 


Conclusion 

In practice, the system as detailed 
above is quite simple to handle and 
forms an integral part of the general 
accounting system. Its main ad- 
vantages are the great saving in 
labour and time of operation and the 
control it gives over the factory 
activities. 

The outline as given allows room 
for expansion according to the needs 
of a particular factory. Although 
lacking in the scientific bases of 
many other standard costing sys- 
tems, it does work to a high degree 
of precision in practice. 





COST REPORT 


for the month of January 19 


Completed work 
W.LP. 31 Jan. 


W.I.P. 1 Jan. 


Cost of work done 
Material price variation 
Labour use variation 
Expense volume variation 


F'xpense usage variation 


Actual cost of work done 


Materials 


Factory 
Labour Expense Cost 
£1,000 £800 £3,100 
80 580 


£1,300 
400 100 





£1,700 £1,100 £880 £3,680 


500 400 320 1,220 





£1,200 £700 £560 £2,460 


30 





£1,230 £735 £2,565 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.aA., LL.B. 


“Subject to Bank Finance” 


The Victorian case of Jubal v. 
McHenry (1958) A.L.R. 853 
turned upon the true meaning of 
a special condition included in a 
contract of sale of a shop and land. 
This special condition read: “This 
sale is subject to bank finance of 
£1,500 being obtained for the pur- 
chaser” (that is, being procured for 
him by the vendor). 


The purchaser had paid a deposit, but 
later sought to recover it on either of 
two alternative grounds. The first was 
that the understanding with the vendor’s 
agent was that the loan should be for 
a period of eighteen years, and that all 
the vendor had done was to procure a 
bank prepared to lend £1,500 for a 
term of three years. However, the pur- 
chaser’s evidence on this point was not 
accepted, so that the claim on _ this 
ground failed. 


The second ground was that the con- 
tract was uncertain and unenforceable. 
What, for instance, does “bank finance” 
mean? Does it mean a loan on over- 
draft from a trading bank for a short 
term, or does it refer to a loan on mort- 
gage (for example, by the State Savings 
Bank of Victoria or the Commonwealth 
Bank) for a term of years? Because of 
these doubts, the purchaser contended 
that the condition was too indefinite in 
its meaning and was, therefore, void for 
uncertainty, so that the entire contract 
failed. But the Supreme Court 
(O'Bryan, J.) held otherwise. 


His Honour took the view that “bank 
finance” simply meant a loan from a 
bank. The amount of the loan in the 
case before him was certain (£1,500), 
and although nothing had been said as 
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to the rate of interest there was no 
difficulty in reading into the special con- 
dition a stipulation that that interest was 
to be at a reasonable rate—and usual 
bank rates would be reasonable. The 
only real difficulty lay in determining 
just what the condition required in the 
way of security to be given for the loan, 
and the period of the loan. To resolve 
this His Honour was prepared to read 
into the condition the requirement that 
the finance obtained should be on reason- 
able terms—and a loan either by way 
of overdraft, or on credit foncier terms, 
would meet this requirement. 


The vendor, therefore, in procuring a 
bank willing to lend the purchaser £1,500 
for three years on overdraft, had gone 
as far as he needed to do to satisfy the 
condition, so that when the purchaser 
refused to go on with the transaction 
unless he obtained a loan of £1,500 for 
at least eighteen years, he defaulted. All 
this meant that he was not entitled to 
recover his deposit. 


Borrowing Powers of Receivers 


The N.S.W. case of Caines v. 
J. E. Austin & Sons Ltd. (1958) 
(75 W. N. (N.S.W.) 267) is of 
interest in relation to the doctrine 
of ultra vires as it applies to com- 
panies. 


It seems to be accepted that if a com- 
pany is authorised to borrow money, and 
does so, but then applies the amount of 
the loan to some ultra vires purpose, the 
question whether the borrowing itself is 
ultra vires depends on the knowledge of 
the lender. If he knows that the loan will 
be applied to an ultra vires purpose, the 
entire transaction is ultra vires, but the 
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position is otherwise if he has no such 
knowledge (actual or imputed). 


That is the position where the borrow- 
ing power is exercised by the directors. 
In the case under discussion, however, 
Hardie, J., had to consider whether the 
same principle applied to a borrowing 
by a receiver appointed under a deben- 
ture. He held that it did, that “after the 
money has been lent by a person acting 
in good faith the transaction is not liabie 
to be impeached on the ground of ultra 
vires by reason of the loan not having 
been raised for the purposes of the busi- 
ness.” 


Perhaps this is another of those cir- 
cumstances in which it might fairly be 
said that the less the lender knows the 
better! 


Reasonable Fitness for Particular 
Purpose 


The Sale of Goods Acts contain 
certain well-known implied condi- 
tions relating to the quality and fit- 
ness of goods sold. 


Thus, where the seller is aware of the 
particular purpose for which goods are 
required, and the buyer relies on the 
seller’s judgment in selecting the goods, 
and the seller normally deals in goods of 
that nature, the implied condition is that 
the goods must be reasonably fit for that 
purpose. It was for breach of this implied 
condition that the buyer sued in Maxwell 
v. Nova Models Ltd. (1958) 9 M.C.D. 
(N.Z.) 245. 


The buyer was fitted with a frock on 
the seller’s business premises. She had 
nothing to do with the fastening or un- 
fastening of the zip fastener on the back 
of the frock before it was wrapped and 
delivered to her. Having later found the 
zip fastener to be defective, she claimed 
a refund of the purchase price, and on 
the seller refusing to meet this claim, she 
sued—and won. 


The frock was of a description supplied 
in the course of the seller’s business; in 
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purchasing it the buyer had by implica- 
tion made known to the seller the pur- 
pose for which it was required, and had 
relied on the seller’s skill and judgment 
as to the condition and effective working 
of the zipper; the zipper was an essential 
part of the frock; it was not reasonably 
fit for the required purpose; the above 
implied condition had, therefore, been 
broken, and the buyer was entitled to 
reject the frock and get her money back. 


Liability of Bailee 


Although the decision turned on 
the actual facts of the case, 
McPherson v. Newton King Ltd. 
(1958) 9 M.C.D. (N.Z.) 248 is of 
some interest as indicating the 
degree of care required of a bailee 
fer reward. 


M’s car had been damaged in an acci- 
dent, and could not be driven. Accord- 
ingly, he contacted the defendant com- 
pany (whose business included that of a 
garage proprietor) and instructed it to 
tow his car from the scene of the acci- 
dent to his home. For that purpose the 
company dispatched its breakdown van 
to the scene, and took the damaged car 
in tow. 


Whilst being towed, the wrecked car 
caught fire, and suffered further (and 
severe) damage. After the fire had been 
extinguished, the defendant company 
brought the burnt car to its garage 
premises, but left it on adjoining land, 
rather than putting it within the premises. 
While it was there, some person or per- 
sons unknown removed two wheels and 
four tyres. 


(At this stage the unfortunate owner 
may well have wondered what he had 
done to deserve all this, and whether any- 
thing else could happen!) 


In his trouble, M brought an action 
against the defendant company, alleging 
negligence on its part in failing to take 
proper care of his car, and claiming from 
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it the value of the car after the accident, 
but before the fire. This value he esti- 
mated at £175. There was a further 
claim for the loss of the two wheels and 
four tyres, but the defendant admitted 
liability for this— in the circumstances, 
it is difficult to see how it could have 
contested an allegation of negligence in 
leaving the burnt car unprotected on land 
adjoining its garage—and M did not 
dispute the defendant’s assessment of £20 
as the amount payable in respect of the 
theft. 


The substantial claim, therefore, turned 
on the question, was the defendant negli- 
gent in its handling of the car after the 
accident and before the theft? It was 
held that as a private carrier, the defend- 
ant incurred the obligations of a bailee 
for reward; that it had exercised such 
reasonable care as a prudent and careful 
man would have exercised in relation to 
his own property; and, therefore, that it 
was not liable to pay M the £175 he 
claimed. 


Statute of Limitations 


“Ignorance of the law is no excuse” 
is a statement well known to almost 
everyone, and Leach v. M.M.T.B. 
(1958) A.L.R. 841 is a case fur- 
ther illustrating the truth of it. 


By Section 34 of the Limitation of 
Actions Act 1955 (Vic.) it is provided 
that no action may be brought against 
certain persons and public authorities (in- 
cluding the Melbourne and Metropolitan 
Tramways Board) for any alleged neglect 
unless written nctice of intention to do 
so is given by the prospective plaintiff 
to the prospective defendant not more 
than six months after the cause of action 
accrues. 


The plaintiff in the present case was 
involved in a collision between his truck 
and a tram operated by the M.M.T.B. 
on 4 January 1956, but neither he (who 
was unaware of the provisions of Sec. 
34) nor the claims manager of his in- 
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surance company to whom he reported 
the matter (and who had been informed 
of the existence of that provision but 
did not advert to it in relation to the 
case) gave the requisite notice within 
the time allowed, with the consequence 
that, as things then stood, the plaintiff's 
claim against the Tramways Board could 
not be pursued. 


To avoid this disappointing result, the 
plaintiff sought to rely on a further pro- 
vision cf Section 34, by which the 
Court is empowered to give leave to 
bring an action despite failure to give 
notice of intention to do so, where it 
considers the failure to give the necessary 
notice “was occasioned by mistake or 
by any reasonable cause’’, and where, as 
was conceded, the failure to give it has 
not prejudiced the prospective defendant. 
The question, therefore, was, had the 
failure to give the required notice been 
occasioned by mistake or by any reason- 
able cause? 

The Court (Dean, J.) held that it 
had not. Even assuming that a mistake 
of law could be a mistake within the 
meaning of the Act, the fact was that 
here, it was really ignorance of the 
existence of an Act of Parliament which 
was the cause of the omission to give 
notice. “To make a mistake about a 
matter”, said His Honour, “a person 
must apply his mind to the matter and 
arrive at a wrong result”. And, as the 
insurance official did not bona fide apply 
his mind to the matter and misconceive 
the plaintiff's position, neither he nor 
the plaintiff could be said to have made 
a mistake in the relevant sense. 


Nor could the failure to give the notice 
be ascribed to “any reasonable cause”. 
The cause of the failure to give notice 
was ignorance of the law, and that is 
not a reasonable cause. 


The result was, therefore, that the 
plaintiff's application was dismissed. 





STUDENTS’ SECTION 


Receiverships and Liquidations 


An address delivered recently by B. H. SMITH, A.c.A. (Aust.), 
to the N.S.W. branch of the Australian Accountants’ Students’ 


i= object of the lecture was to give 
students some practical knowledge 
of receiverships and liquidations for the 
purpose of assisting in the interpretation 
of the subject as contained in the various 
Acts of Parliament and text-books. 


RECEIVERSHIPS 


The most common form of receiver- 
ship today is the appointment of a re- 
ceiver over the assets and undertaking 
of a company by a debenture holder pur- 
suant to powers contained in a deben- 
ture deed. 

Usually the debenture holder is a 
bank and the receiver is appointed as 
“Receiver and Manager” of the company 
concerned. 

The broad outline of the course of 
such a receivership is as follows: 

Taking possession of the assets. 

Notification of appointment. 

General conduct of the receivership 
which can either involve the continuance 
of operations or the realisation of the 
assets. 

Filing the receiver’s abstracts of re- 
ceipts and payments. 

Notification of ceasing to act to the 
Registrar General. 


Taking Possession of the Assets 

This is formally instituted by the re- 
ceiver appointed visiting the company’s 
premises and advising the directors or 
their representative of his appointment. 
In most cases this appointment is anti- 
cipated by the company as the deben- 
ture holder usually serves a demand a 
few days before. 

It is advisable at this stage for the 
receiver to make himself known to the 
executives and in some cases to address 
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Society. 


the whole staff. If operations are to 
be continued, most of the employees 
are usually anxious to help as _ they 
would wish to secure their positions by 
showing that the business can do better 
under new control. 

The executives should be advised by 
the receiver of the policy he will adopt 
whilst the position of the company is 
being ascertained in order to obtain their 
co-operation and the full benefit of their 
assistance. 

Upon taking possession, the receiver 
should see that his name is endorsed on 
existing insurance policies and that addi- 
tional insurance policies are taken out 
if covers are inadequate. He should 
ensure that adequate facilities for secur- 
ity of the assets exist. If dishonest 
management has given rise to the ap- 
pointment, steps should be taken to 
change the locks. 


Notification of Appointment 

It is necessary to file a notice of ap- 
pointment with the Registrar General 
within fourteen days of the receiver's 
appointment; this is usually effected on 
the receiver’s behalf in practice by the 
solicitors for the debenture holder. 

It is also necessary to give notice to 
the Department of Taxation and in 
most cases effect registration for sales 
tax, pay roll tax and group tax. 

Usually it is desirable for the receiver 
to circularise creditors, advising them 
of his appointment and requesting them 
to submit statements of their claims. 
When operations are being continued, 
it is usual to advise creditors accordingly. 
As a receiver does not as a rule have 
authority under his appointment to cit- 
cularise creditors he should first obtain 
the consent of the board of directors. 
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It is desirable also for the receiver to 
circularise debtors and advise them of 
his appointment. 


General Conduct of Receivership 


It is essential to understand as soon 
as practicable the nature of the assets 
concerned and whether appreciable losses 
are being sustained. 

Past experience of a receiver is an 
important factor in determining the best 
course to adopt. It is not advisable to 
set a course which is so inflexible that 
alternatives cannot be adopted at a later 
stage. For instance, it is not usually 
necessary to discontinue operations im- 
mediately upon appointment, as there 
could be stocks or work in progress 
which could become saleable only in 
a completed state and would require pro- 
cessing to have any value. Accordingly, 
if it might at first appear desirable to 
close the business and realise the assets 
upon a piecemeal basis rather than to 
offer the business for sale as a going 
concern, the retention of key employees 
for several weeks to convert stocks to 
a saleable condition would still enable 
that decision to be varied if the circum- 
stance surrounding the company’s for- 
tunes warrant it. 


A receiver should prepare a state- 
ment of affairs of the company at the 
date of his appointment, and independent 
valuations of the assets should be ob- 
tained from valuers. The liabilities 
should be verified by requesting creditors 
to submit statements of claim. Upon 
completion of the statement, the receiver 
would establish the extent of liabilities 
that might rank in priority to the deben- 
ture holder, and these could include the 
following: 

Receiver’s expenses and renumeration. 

Department of Taxation for group tax. 


Claims by employees for wages to 
the extent of £50 relating to period of 
four months prior to the date of his 
appointment. 

Liabilities in respect of municipal or 
water rates. These would have a prior 
charge on the debenture holders to the 
proceeds from the sale of realty. 
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Liability for unpaid insurance pre- 
miums in respect of assets forming part 
of the security. This does not apply, 
however, to unpaid premiums in respect 
of motor vehicles. 

Although the liability to the Depart- 
ment of Taxation for income taxes is 
not preferential to the debenture holcer, 
it would be preferential to other un- 
secured creditors. There is a provision 
under the Income Tax and Social Ser- 
vices Contribution Assessment Act that 
requires a receiver to pay this liability 
from any surplus funds after paying 
the debenture holder. 

It is essential for a receiver to ensure 
that any of these preferential claims are 
paid, as otherwise he could become per- 
sonally liable. 

The receiver may find it necessary to 
delegate certain powers. This would 
apply in the case of a large undertaking 
where the signing of every order and 
letter would be a physical impossibility. 
The receiver would be equivalent to 
the managing director of such an under- 
taking and would need to ensure that 
the organisation is conducted on a proper 
basis. The receiver should make ar- 
rangements for copies of all correspond- 
ence to be made avaiiable to him and 
also to be informed of the extent of 
unexecuted orders. 

Where operations are being continued, 
a receiver should see that sales are not 
made to a creditor without first effecting 
an arrangement that the creditor will 
be liable to the receiver for the goods 
purchased. Otherwise the creditor would 
have the right to offset. 

In effecting a sale of the assets by 
private treaty, the receiver should see 
that the consideration exceeds the valua- 
tion and if practicable he should also 
obtain the directors’ consent to the sale. 
Normally it is advisable to advertise the 
assets for sale by tender and if no satis- 
factory offer is received the receiver 
would be free to effect a sale by private 
treaty at less than the valuation without 
leaving himself open to attack by other 
parties. 

After the appointment of the receiver 
some creditors advise the company that 
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they intend to take proceedings to have 
the company wound up. In some cases 
this would make little difference to the 
ultimate result from either the debenture 
holder’s point of view or the creditors’. 
In practice, the receiver stays in posses- 
sion until he has completed the receiver- 
ship and any surpluses are paid to the 
liquidator. 


However, there are quite often factors 
that would adversely affect the position 
both of the debenture holder and the 
unsecured creditors if the company were 
to proceed to liquidation. For example, 
the company may have valuable leases 
or franchises which would be voidable 
if the company were to proceed to 
liquidation. If the receiver is not able 
to dissuade the creditor from proceed- 
ing, he should obtain the assistance of 
the directors of the company in making 
application to the court to prevent 
liquidation. 


The receiver should keep proper re- 
cords of his transactions as it is necessary 
later for him to give an account thereof 
to the directors of the company or to 
the liquidator if one has been appointed. 
It is necessary for the receiver to keep 
aware of any liabilities to which he may 
be committed. If the assets realised 
less than the receiver’s liabilities he would 
be personally liable, unless he held an 
indemnity from the debenture holder. 
This fact is generally known commer- 
cially, and accordingly if a supplier is 
dealing with a well-known receiver he 
is probably more secure than he would 
be in normal business dealings. 


Filing of Receiver’s Abstracts of Receipts 
and Payments 
A receiver must file a copy of receipts 
and payments with the Registrar General 


every six months. This is merely a 
copy of the normal cash book showing 
transactions on the receiver’s bank ac- 
count. 


Notification of Ceasing to Act 


The final duty of a receiver is to give 
notice to the Registrar General within 
fourteen days after he has paid the claim 
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of the debenture holder, and to file a 
final abstract of receipts and payments 
from the date of the last one previously 
filed to the date of his final transaction. 


LIQUIDATIONS 


Liquidations may result from com- 
pulsory action of the court or, more 
generally, by voluntary action of the 
shareholders. 

The reasons for voluntary liquidation 
can be summarised as follows:— 

(a) When the period, if any, fixed for 
the duration of the company by the 
Articles expires, or the event, if 
any, occurs, on the occurrence of 
which the Articles provide that the 
company is to be dissolved, and the 
company in general meeting has 
passed a resolution requiring the 
company to be wound up volun- 
tarily; 

If the company resolves by special 
resolution that the company be 
wound up voluntarily; and 

If the company resolves by extra- 
ordinary resolution that it cannot by 
reason of its liabilities continue its 
business and that it is advisable to 
wind up. 

Voluntary liquidations are dealt with 
here. Such liquidations are known as 
“Creditors’ Voluntary Liquidations” or 
‘Members’ Voluntary Liquidations”. 


Creditors’ Voluntary Liquidations 

The liquidation proceedings are usually 
instituted following consultation by the 
directors of a company in financial diffi- 
culties with a qualified accountant. If 
it appear unlikely that creditors would 
be paid in full by a piecemeal realisation 
of the assets and operations are not suffi- 
ciently profitable to show that the posi- 
tion could, be corrected by continuance 
of operations and payment of liabilities 
from such profits, the solution would 
usually be a voluntary creditors’ liquida- 
tion. The next step is the appointment 
of a liquidator. 

The procedure is for a meeting of 
directors to be held at which resolutions 
are passed convening an extraordinary 
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general meeting of members and meet- 
ing of creditors, the latter meeting to be 
held on the same day or the day follow- 
ing the extraordinary general meeting 
of members. A resolution is also passed 
nominating one of the directors to act 
as chairman of the meetings. 

Notices convening the foregoing meet- 
ings are then issued to the members and 
creditors. 

Notice of the creditors’ meeting must 
be advertised in the New South Wales 
Government Gazette (in the case of a 
N.S.W. liquidation) and in a newspaper 
in the district in which the registered 
office of the company is situated. 

At the extraordinary general meeting 
the following are typical resolutions that 
would be passed:— 

Extraordinary resolution: That it has 
been proved to the satisfaction of this 
meeting of the members of X Pty. Ltd. 
that the company cannot, by reason of 
its liabilities, continue its business and 
it is advisable to wind up the same, and 
accordingly that the company be wound 
up voluntarily. 

Ordinary resolution: That Y be nomi- 
nated as liquidator for the purpose of 
winding up and that his remuneration for 
his duties as liquidator be determined at 
an amount equal to five per cent. of the 
gross receipts coming to his hands in 
the liquidation. 

The following are typical resolutions 
that would be passed at the creditors’ 
meeting: — 

(1) That this meeting of creditors of 
X Pty. Ltd. approves of the com- 
pany proceeding to liquidation in 
accordance with the extraordinary 
general meeting of members of the 
company held on ; and 
That this meeting of creditors of 
X Pty. Ltd. hereby nominates Y as 
liquidator for the purpose of wind- 
ing up and that his remuneration 
for his duties as liquidator be de- 
termined at an amount equal to 
five per cent. of gross receipts com- 
ing to his hands in the liquidation. 

At the meetings, a statement of the 
financial position of the company (usually 
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a statement of the approximate assets 
and liabilities) is made available. The 
chairman of the meeting advises generally 
of the financial and trading position of 
the company and reason for its failure. 

The following procedures would then 
be followed: — 


Creditors are circularised and advised 
of the result of the meeting. 


The members’ resolutions are printed 
and signed by the chairman. A signed 
copy together with notice of appointment 
is filed with the Registrar General. 

Notice of liquidation must also be ad- 
vertised in the respective State Govern- 
ment Gazette. 

Notice of liquidation must also be filed 
in the local newspaper together with no- 
tice regarding time in which proof of 
debts is to be lodged, and 


A bank account is opened by the 
liquidator and details of operations on 
this bank account are required to be filed 
with the Registrar General each six 
months with a report on progress effected. 


A further meeting of creditors is sub- 
sequently convened for the purpose of 
receiving the statement of affairs pre- 
pared by the liquidator at the date of 
his appointment together with his report 
upon the progress of the winding up. 


Some liquidations take a considerable 
time to finalise and in such cases it is 
usually advisable to declare a number 
of cash distributions to creditors as 
funds become available. 


Notice of intention to declare a divi- 
dend and a further notice that a dividend 
has been declared must be advertised in 
the respective State Government Gazette 
and local newspaper. 


The dividend cheque forwarded to 
creditors should be accompanied by a 
statement of receipts and disbursements. 


After realisation of the whole of the 
assets has been effected and the funds 
have been distributed, final meetings of 
members and creditors are convened to 
which a report upon the winding up is 
submitted. Final accounts are then sub- 
mitted to the Registrar General. 





Members’ Voluntary Liquidations 


These proceedings again usually follow 
consultation by the directors of a com- 
pany in difficulties and a qualified ac- 
countant. The purpose of the liquidation 
could be either for reconstruction or for 
the protection of the shareholders’ in- 
terests against action by creditors. 

It is necessary for a declaration of 
solvency to be filed by the directors with 
the Registrar General prior to the issue 
of notices convening the shareholders’ 
meeting. 

When the resolution is passed as a 
special resolution, it is usually worded 
merely as follows: “That the company be 
wound up voluntarily.” 

The ordinary resolution appointing the 
liquidator and fixing his remuneration is 
similar to that illustrated earlier in the 
creditors’ voluntary winding up. 


General Operation of Liquidations 


As in the case of receiverships, the 
liquidator takes possession of the assets 
along the lines already covered earlier 
in regard to receiverships. 

The essential difference in the general 


conduct of a liquidation and a receiver- 
ship is that a liquidator is only justified 
in carrying on operations for the pur- 
pose of a more beneficial realisation of 


the assets. A liquidator would not be 
justified in carrying on for the purpose 
only of liquidating liabilities from profits 
earned. This restriction does not apply 
to receiverships and there are a number 
of cases where receiverships have led 
to rehabilitation of the companies con- 
cerned. 

It is advisable for a liquidator to pre- 
pare a statement of affairs of the com- 
pany at the date of his appointment. 
In completing this statement the liquida- 
tor determines the priority of the various 
classes of creditors. In New South 
Wales the main preferential creditors in 
a liquidation would be the following: — 

Costs, charges and expenses of wind- 
ing up. 

Claims by employees for wages to the 
extent of £50 relating to period of four 
months prior to the date of the liquida- 
tor’s appointment. 
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Department of Taxation for group tax. 

Liabilities in respect of municipal and 
water rates on property owned by the 
company would be a first charge on the 
proceeds from the sale thereof. 


Rental charges for a pericd of three 
months prior to the date of liquidation. 

Department of Taxation for income 
taxes. 

Land tax assessed prior to liquidation 
having become due and payable within 
the preceding twelve months and not ex- 
ceeding in the whole one year’s assess- 
ment, and 

Amounts due for Workers’ Compen- 
sation not exceeding £200. 


General 

Owing to the growing complexity of 
commerce, there is at present an in- 
creasing tendency for accountants to 
specialise in certain sections of the pro- 
fession. 

Whatever specialisation an accountant 
might undertake, it is important for him 
to appreciate that he should employ the 
services of lawyers in determining the 
legal aspects involved and of real estate 
valuators and other experts in valuating 
property and cther assets. 

In dealing with the realisation of assets, 
regard must always be given to the posi- 
tion as a whole rather than some particu- 
lar phase. After obtaining valuations 
of the assets, the receiver or liquidator 
might call tenders and invite offers for 
certain assets equivalent to the independ- 
ent valuations. Acceptance of such 
offers, however, could result in the other 
assets having little attraction if submitted 
at auction. In such circumstances it 
might be preferable to reject tenders and 
submit the whole of the assets at auction. 


In negotiating the sale of the assets 
the receiver must take care not to place 
himself in a position where subsequently 
he could be sued for misrepresentation. 
This is one of the occasions when the 
engagement of expert valuators protects 
the receiver from such action if it is 
based upon the valuations submitted by 
the receiver to the purchaser. 
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COST ACCOUNTING— 
A NEW OUTLOOK®* 


HIS article attempts to answer the 

two following questions: Is conven- 
tional cost accounting a suitable medium 
in which to translate the facts of business 
to management? and, Is there a better 
approach and if so, what is it? 

These are pressing questions, as indi- 
cated by the spate of articles in leading 
journals. But the basic questions never 
seem to be tackled head-on. Writers 
skirmish on the fringes of current difficul- 
ties and produce short run answers. An 
example of this is the attention recently 
focused on “Direct Costs” as an answer 
to the troubles associated with “Absorp- 
tion Costing”. The fact that the under- 
lying accounting framework in itself is 
basically sound and that progress consists 
of merely prettying up the superstructure 


seems always to be assumed beyond 
doubt. 

If for no other reason than that of the 
constant search for truth, it is high time 
the validity of these assumptions was put 
to the test. 


Conventional Accounting 


This refers to the system whereby 
financial facts are recorded and presented 
in a manner which conforms to certain 
generally accepted conventions. It is an 
ancient art which evolved from the early 
necessity of recording and communicating 
measurements in money terms. The art of 
bookkeeping became systematised in time 
and a milestone was the invention of the 
double entry concept. But it was a mill- 
stone too because it branded the art as 
one forever concerned with the surface 
mechanical accuracy of the figures, some- 
times at the expense of underlying factors 
of greater importance. Indeed, many still 





*Reprinted with permission from The 
Accountants’ Journal (New Zealand), Sep- 
tember, 1958. 
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believe that the structure of all accounting 
is as scientifically accurate as the seeming 
perfect balance achieved on the surface. 
Moreover, it seems to have become 
accepted that to achieve respectability 
every accounting technique has to fit into 
the double entry framework or at least be 
capable of being kept in constant recon- 
ciliation with it. All of which leads, not 
unexpectedly, to very considerable rigidity 
of expression. 

But the art has served tolerably well 
those people for whom it was gradually 
developed, namely the owners of business 
(who, in early days, were also the 
managers) and their bankers, creditors, 
prospective investors and the tax 
gatherers. 


One of the conventions of accounting 
is that it is convenient to immobilise for 
ever one instant of time in the life of a 
business and to photograph it for per- 
petuation in the form of a balance sheet. 
The process produces many strange im- 
perfections, not the least of which is that 
one side of a balance sheet is expressed 
in today’s money while the other side 
may be in terms of money used years 
and years ago when less of it went 
further. Curiously enough, to the uniniti- 
ated, both sides balance perfectly! 


It is true, of course, that informed 
proprietors make allowances for these 
imperfections, that bankers call for 
special valuations, that creditors ask 
many supplementary questions and that 
the tax gatherer has his own laws which 
lay down in considerable detail the 
acceptable method (for tax purposes) of 
determining assessable income. All inter- 
ested parties have their ways of supple- 
menting the information given—but how 
does management fit into all this? 





What about Management? 


Indeed that is the question. Can a 
system which is basically geared to pro- 
duce balance sheets be adapted to per- 
form a control function for management 
as well? Can management be helped by 
an outlook which is primarily historical? 


Management wants an outlook which 
is progressive, not regressive. It wants 
evaluations of future possibilities rather 
than post-mortems. Post-mortems are 
only of value to the extent that they help 
future planning. It wants movie film type 
information of a continuing nature, not 
infrequent snapshots of the state of the 
company’s affairs. It wants indications 
of efficiency rather than statements of 
cost. It wants reports on the controllable 
factors rather than the uncontrollable 
ones. In short, management requires a 
dynamic control function, not a static 
reporting one. 


The endeavour to measure up to these 
requirements places an overwhelming 
strain on the accounting art. Why? Simply 
because it cannot serve two masters and 
do justice equally to both. It cannot do 
service as a control function for manage- 
ment and also as a reporting function for 
proprietorship. The art which grew 
primarily to serve proprietorship cannot 
take in its stride the additional responsi- 
bility of informing management. The 
requirements of management are com- 
pletely different from those of proprietor- 
ship. The very conventions of account- 
ing, as well as the vagueness of many of 
the concepts used, make it an unsuitable 
medium of expression for management. 
For instance, the concept of “profit” 
depends on standards of inventory valua- 
tion which are by no means universally 
agreed upon. It also depends on methods 
of providing depreciation. So you see that 
the concept of profit is undefined. Its 
measure is liable to be varied according 
to opinions or policy concerning valuation 
of inventories and methods of providing 
for depreciation. These decisions are 
usually made in the interest of proprietor- 
ship, and they are usually made to con- 
form to another accounting convention, 
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“conservatism”. The concept of “profit” 
is not infrequently used as a tool of 
management control. Surely management 
must be informed in terms of concepts 
which reflect its efficiency, not the policy 
decisions (sometimes made in the interest 
of expediency) which primarily have in 
mind the protection of proprietorship. 
While it may be quite proper to adjust 
profit in accordance with prudence or 
conservatism, in valuing inventories or 
providing depreciation it is quite incorrect 
to use that same profit as a gauge of 
management’s efficiency. 


If profit is to be used for management 
control purposes, and there is much to 
commend it, the concept must be modified 
accordingly. It should be computed in a 
manner which would truly reflect 
efficiency, that is to say, fluctuations in 
inventory valuations and all uncontroll- 
able factors should be disregarded. 


The profit concept for this purpose 
would then be quite different from that 
usually understood from the viewpoint of 
proprietorship. 

Somewhat similar remarks (probably 
even more so) could apply to the concept 
of cost. The term “cost” is not precisely 
defined and it conveys different meanings 
to acceuntants, cost accountants, 
managers, engineers, economists and lay- 
men. Accountants disagree amongst 
themselves about what constitutes “cost”. 
This is distinctly unhelpful and confusing, 
especially in a field once thought so 
important that it forms part of the name 
“cost” accountants—people who are sup- 
posed to help management. 


It is a pity that the vagueness of such 
important concepts’ as “profits” and 
“cost” is so often overlaid with an 
apparent precision of surface accounting 
procedures. This tends to suggest 4 
scientific accuracy and “indisputability” 
which is quite unsupported by the facts. 

Who has not seen “cost” figures from 
the cost department at several places of 
decimal, or statements of departmental 
profits “correct” to the last penny? How 
can management argue with “facts 
apparently so precisely calculated? 
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Some Faulty Techniques 

It is not surprising that many of the 
present accounting techniques used 
specially to help management should mis- 
fire for the very reason that they are 
expressed in a medium which also has to 
serve proprietorship. Space precludes a 
full discussion of this but a few words 
may be said on Direct Costing—still a 
topical subject—and Standard Costing 
procedures. 


Supporters of Direct Costs have per- 
formed a real service in highlighting the 
shortcomings of the conventional methods 
of pro-rating expenses (comprising fixed 
and variable items) for purposes of deter- 
mining departmental or product profits. 
It has been correctly stated that reliance 
on such figures can give the most mis- 
leading impressions. Direct Costs are 
indeed a promising improvement but still 
only a compromise solution to the prob- 
lem of making the accounting do service 
for management as well as proprietorship. 
In decrying absorption costing, Direct 
Costs protagonists say, “If allocation can- 
not be accurate, why allocate at all?” 
Which is perfectly sound, but, in criticism 
of Direct Costs it could just as logically 
be said, “If expenses cannot be split 
accurately into Fixed and Variable, why 
split at all?” The precise definition of 
what is Fixed and what is Variable is by 
no means agreed upon. What one 
accountant views as a fixed cost may well 
be viewed as a variable one by another. 
It is claimed by theorists that all costs are 
variable in the long run, so that a true 
definition of fixed cost may well turn on 
what is defined (or conventionally agreed 
to be defined) as “long run”. 


The methods recommended for the 
splitting of the semi-variable expenses are 
not thought to be basically sound. The 
relationship of expense with volume is far 
too complex to permit of easy connection 
by means of simple straight line formulae. 
Such formulae may certainly be useful in 
giving a guide for setting expenses at 
different volume levels for budgetary pur- 
poses. But they cannot split expenses 
precisely into portions which are fixed and 
other portions which are variable (assum- 
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ing such classification could be precisely 
defined in the first place). 

The inventory valuation problems 
associated with a change over to Direct 
Costs illustrate perfectly the ineptness of 
using the same accounts and the same 
concepts for different purposes. Inventory 
valuation concepts are of interest to pro- 
prietorship and certainly to the tax 
gatherer but not primarily to manage- 
ment; so, why do such factors figure at all 
in procedures which are supposed to en- 
lighten management? 

Standard costing is an _ excellent 
example of how a valuable control tech- 
nique suffers from being tied to the double 
entry system of accounting. Instead of 
limiting control to easily understood vari- 
ances such as material consumption or 
labour efficiency, the accounting mind, 
with thoughts of integration with the 
financial books, demands a complete 
reckoning of all variances. 


Why this should be thought necessary 
seems incomprehensible. The fact re- 


mains, however, that not only are the 
easily understood variances of materials 


and labour presented to management but 
also the more intractable ones concerning 
indirect expense. 


I do not believe that managements are 
helped by £ s. d. figures of so-called capa- 
city variances, efficiency variances, idle 
time variances (and others) in respect of 
indirect expense. The relationship of 
indirect expense with the factors of 
volume, idle capacity, efficiency and tech- 
nology is far too complex to be com- 
pletely or even partially communicable in 
accounting terms. Standard cost control 
should have been confined to materials 
and labour. Fitting indirect expense into 
the scheme has involved accountants in 
impossible gymnastics and management 
in feats of interpretation beyond their ken. 


The fact that many businesses appear 
to have benefited from the use of such 
techniques does not invalidate in the least 
these observations. Attention to “costs” 
in any shape or form is valuable. Many 
near the surface inefficiencies are detected 
in this way. It is also perfectly true that 
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however unsound or inaccurate the figures 
may be, if they are consistently taken out 
from period to period they may well pro- 
vide useful comparison. This simply 
shows that the relative is more important 
than the absolute meaning of figures. But, 
if that were the criterion, there are simpler 
ways of processing them than are at 
present used. 


fs There a Better Approach? 


I believe there is a better approach to 
the problem of helping management. But 
we must go back to the fundamental atti- 
tude which must be one of providing 
maximum service to management. Maxi- 
mum service cannot stem from a system 
primarily designed to serve proprietor- 
ship. The help given to management 
must be undiluted. This means a special- 
ist service which will give the manage- 
ment the day-to-day information it needs 
in non-accounting language it can under- 
stand. It means a specialist staff of a 
flexibility of mind which, apart from 
providing the every-day service, can also 
look into the future, evaluate hypothetical 
situations, undertake special studies and 
examine factors of a mnon-accounting 
nature. 


It means a breadth of vision which sees 
the business as a whole. Too many 
accountants (and others too) suffer from 
segmentitis, the main symptom of which 
is a propensity towards the splitting of 
business into neat self-contained com- 
partments or segments and assuming that 
limited observations of the parts are 
equally applicable to the whole. In rely- 
ing too much on departmental results, un- 
due emphasis is given to isolated factors. 
It is the business as a whole which makes 
profits, not individual departments, and 
attention is more profitably directed to- 
wards the factors which maximise this 
overall profit. The optimum mesh of 
departments is of far greater significance 
than their individual contribution evalu- 
ated in terms of money. In fact, reliance 
on individual contributions may be quite 
misleading, as witness the case of the 
tea rooms in a departmental store whose 
financial contributions may give quite a 
wrong impression of its value to the busi- 
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ness as a whole. The whole in this con- 
text may sometimes be far greater than 
the apparent sum of its parts. 


A broader outlook also gives greater 
recognition to the human factor involved 
in helping management. Procedures 
should be tailored to fit the type of 
management, not just the type of busi- 
ness. Control should be by responsibili- 
ties—if Costs are split, they should be 
split naturally in terms of responsibility 
functions. This is more sensible than 
allocation according to floor space or 
value of output or some other “equit- 
able” base as the textbooks say. In many 
cases well designed control techniques 
help make people want to do well. Cer- 
tain types of short-term budgets are like 
that. They are designed around people 
(as all budgets should be) and provided 
they are kept sufficiently fresh and 
attainable by frequent revision, the 
people want the budget to be realised. 


All this requires a considerable re- 
adjustment of thought towards present 
accounting procedures. If accounting is 
to serve management many of the con- 
cepts and conventions will require re- 
modelling and some new ones may well 
have to be invented. Procedures must be 
dynamic; this stems naturally from the 
very nature of business which is alive. It 
never stands still, situations are ever 
changing and techniques are needed that 
are flexible and can shape themselves to 
the demands of the moment. 


Is this an impossible challenge to the 
resources of the accounting art? 


Some Suggestions 


The following suggestions are offered 
to implement this new outlook. 


1. Divorce the control function from the 
financial accounts. In other words, un- 
couple cost accounting from the main 
accounting stream. Naturally this will go 
against the grain of many traditional 
accountants but I am quite convinced 
that it is the only way. No real progress 
is possible until the rigidity of the present 
system (for which integration with the 
financial system is largely responsible) is 
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removed. Financial accounting is tradi- 
tionally geared for reporting to proprietor- 
ship. It fails, as I have already suggested, 
in providing the day-to-day fingertip con- 
trol and the other requirements of 
modern management. 


The present belief that every procedure 
employed must be capable of integration 
or at least constant reconciliation with 
the financial accounts severely hampers 
the development of new useful methods 
and techniques. There is every chance of 
cost accounting fulfilling its true function 
once uncoupled from the financial struc- 
ture. But until then... ! 


2. Reshape the conventions. I believe 
this will be a necessity if cost accounting 
is to be usefully employed as the manage- 
ment control function. That certain re- 
adjustments are necessary seems quite 
obvious, considering the needs of 
management are so different from those 
of proprietorship. The convention which 
makes profit dependent on inventory 
valuation or depreciation methods is 
clearly one for early attention in this 
respect. For example it is not really 
dificult—if you have an open mind—to 
conceive profit as a function of efficiency 
rather than of costs. It simply means that 
profit is computed by reference to con- 
trollable factors only; the uncontrollable 
ones being kept constant, so that inven- 
tory valuations, depreciation, interest on 
capital and other items, all being beyond 
the control of management, may be dis- 
regarded or kept constant for this pur- 
pose. Management could then be pre- 
sented with daily or weekly Efficiency 
Profit statements, which would truly 
teflect efficiency. The intelligent use of 
standard costs achieves this to some 
extent, especially if kept independently 
of the financial accounts. The Efficiency 
Profit and the Financial Profit need never 
be reconciled, indeed they cannot, for 
they are the products of different conven- 
tions. 


This may strike some readers as radi- 
cal but this is not really so at all. The 
same general situation arises in the use 
of different methods of valuing an item 
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of plant for different purposes. Who 
would ever think to ask for a reconcilia- 
tion of the break-up valuation with the 
valuation to the business as a going con- 
cern? There are many other conventions 
and concepts of accounting which with a 
little imagination could be remodelled to 
suit the requirements of management. 


3. Application of the scientific method. 
Reference to the scientific method natur- 
ally brings to mind Operations Research. 
It is undeniable that many of the prob- 
lems of management are susceptible to 
scientific analysis and resolution by scien- 
tific methods. The wide awake cost 
accountant should be capable of interpret- 
ing to scientists such problems as come 
within the scope of his activities and of 
communicating back to management the 
effect of their findings. He should have 
his records kept in that consistent form 
which favours the extraction of significant 
data. The use of any scientific analysis is 
limited, unless there are good basic 
records to work from. 


The cost accountant should have an 
acquaintance with scientific disciplines, 
especially mathematics, mainly from the 
angle of understanding what science can 
do and what it can not. A strict technical 
training is not necessary; it is probably 
undesirable. He should know how to 
recognise and interpret the problem, the 
branch of science most likely to produce 
a resolution, the type of expert to go to, 
co-operation with the expert and finally 
interpretation of findings back to manage- 
ment. 


4. Psychology—I have mentioned 
before the Human Angle to be considered 
in the techniques that are designed to help 
management. I like to think that the con- 
trol function involves more than mere 
communication. Surely it envisages as 
well an element of Optimising, that is to 
say, getting the very best of all the fac- 
tors which animate a business—including 
the most important one, the human fac- 
tor. Techniques and report can be 
designed to act as incentives or stimuli 
to better achievement by the people con- 
cerned. I mentioned short-term budgets 
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which act in this fashion when they are 
suitably designed with this object in view. 
Likewise, there are many other proce- 
dures which can benefit immeasurably 
from such an orientation. 


It is probable that, in designing pro- 
cedures, too much attention in the past 
has been paid to the type of business. 
(Standard costs are applicable in such a 
business, process costs in another, and 
job costs in a third, etc. . . .). Manage- 
ment has been taken for granted. But 
management comprises people, and 
people vary in their ability to assimilate 
information and in their preferences for 
the different ways in which information 
is presented to them. Some managements 
want short reports with no detail. Others 
want detail. Some can think better when 
the report is discussed at a meeting of 
those concerned, others prefer to think 
things out alone and discuss it with one 
person at a time. Some managements 
want figures, others are allergic to them. 
There are varying opinions on charts, 
graphs, ratios, percentages and the narra- 
tive form of presentation. People like 
what they can understand but they vary 
considerably in their abilities to under- 
stand. (Some people have a talent for 
music, some don’t. Instead of wasting 
their time on music, the unmusical may 
take up painting—which is another med- 
ium of expression.) From the cost ac- 
countant’s point of view, the selection of 
the best medium should be made accord- 
ing to the human factors involved, not 
according to the way in which the busi- 
ness or the accounting system best lends 
itself. 

It seems elementary to suggest that if 
cost accountants are to help management, 
they should first study those people who 
comprise management, so as to find out 
the best means of helping them. Like 
many other elementary propositions this 
one is so obvious that it frequently 
escapes the attention it deserves. 


5. Research—Once the formula “Un- 
coupling plus remodelled accounting con- 
cepts, plus attention to the human factor” 
is accepted in principle, the door is wide 
open for exploration. A host of new 
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dynamic techniques to replace tradition. 
ally static ones are probably just awaiting 
discovery. 


There is also scope for research on 
such techniques as budgets and budgetary 
procedures. Budgets are probably the 
hard core of any control system but 
budgetary procedures still tend to be too 
rigid. Budgeting should be a continuous 
function, not, as one still so often finds, 
undertaken periodically. There is scope 
for research in useful statistical method- 
ology. There is a most attractive field 
for research into the application of 
mathematical methods to management 
control procedures. Already some begin- 
nings have been made under the title of 
Linear Programming, one of the tech- 
niques of operations research. Un- 
doubtedly there is a vast field of research 
in the reshaping of the accounting con- 
cepts themselves. There is, in fact (once 
the break with tradition can be made), 
enough scope for research to keep the 
universities and other interested organisa- 
tions busy for the next twenty years or 
more. 


Conclusion 


The aim of most business in our type 
of community where private enterprise 
rules, must be the long-term maximising 
of real profits. To a large extent this is 
achieved by the successful co-ordination 
of a wide range of people and _ their 
activities. 


The profitable use of the tools of con- 
trol available to management is no small 
factor in achieving this successful co- 


ordination. Managements are _ people, 
people are dynamic, they evolve, they are 
constantly modifying their environment. 
Factors alter within a business and with- 
out. Time marches on _ remorselessly. 
Surely cost accounting, the control func- 
tion, must keep in step. Surely the time 
has come when the art as it now stands 
must be brought up to date and oriented 
managementwise. Surely it is possible to 
raise the status of the accounting art to 
that of a useful control science. 
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Financing a Growing Business — 
The Banker’s Point of View’ 


By C. G. K. SMITH, Manager, Melbourne Office, National Bank of Australasia. 


N this address I propose to explain why 

bankers generally cannot meet all the 
demands made on them for overdraft 
accommodation and to touch on the fac- 
tors governing their ability to lend. 

The days have gone, at least as far 
ahead as one can see, when the banks 
could, perhaps, be looked to to provide 
a measure of cheap money in lieu of 
permanent capital. It is essential that I 
should say something about influences 
behind this change. As I see it, it would 
be unwise in any forward planning to 
assume that this period of tight lending 
by the banks will be short lived—it may 
well be that the contrary will prove to be 
the case. Perhaps it is as well, too, that 
accountants should know just what they 
can expect from the banks under existing 
conditions. 


Sources of Finance 

In approaching the problems attendant 
to the financing of an expanding business 
it must be kept clearly in mind that there 
is no master plan which may be followed. 
Each individual business must formulate 
its own plans and steer its own course. 
Though two businesses may be similar in 
nature and make up, that which appears 
to be a likely programme for one may be 
highly unlikely to fit the other. Many 
ef the actual financing problems, of 
course, are common to all irrespective of 
their nature and size. 

Sources of finance can broadly be 
divided into three main categories: — 
Proprietorship: Ordinary and preference 

capital, reserves, partners’/share- 

holders’, loans, etc. 

Long Term Borrowing: Mortgages, 
debentures, notes, term deposits from 
the public, etc. 





*An address delivered at The Convention of 
the Victorian Division of the Australian Society 
4 Accountants held at Mt. Eliza in November, 
1958. 
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Short Term Borrowing: Bank overdrafts, 
deposits at call, extended terms of 
credit by suppliers, etc. 

Generally the proprietors’ funds will 
provide for at least the fixed assets of the 
business whereas the long term borrow- 
ings will provide an adjunct to proprietor- 
ship and follow a similar destination. This 
latter type of finance is particularly suited 
to the business which must by necessity 
have a large part of its fixed assets tied 
up in land and buildings, e.g., factories, 
shops, etc. 

Long term bcrrowing is also often 
a Satisfactory source of finance where the 
expansion programme will take time 
before profits begin to accrue. Repay- 
ment can be cared for by profit retention 
during the pericd of the loan. 


Short term borrowings are normally 
sought to augment working capital and 
as a temporary expedient pending intro- 
duction of more permanent funds. 
Seasonal fluctuations call for this type of 
finance. Short term borrowings should 
never be used to finance fixed or per- 
manent assets. It is a fundamental rule 
that permanent outlays be matched by 
permanent funds. 


Changes in Economic Conditions 


In recent years, the rate of bank lend- 
ing has been influenced by changes in the 
economic scene. Firstly, since the end of 
World War II, Australia has enjoyed a 
period of growth unparalleled in her 
history, and the demand for bank accom- 
modation has been stimulated by the 
expansion and development which has 
taken place in many facets of the 
economv. Seccndly, for most of this 
period the economy has been subjected to 
strong inflationary pressure, and this fac- 
tor has been primarily responsible for the 
restrictions placed cn lending from time 
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In the course of his address, Mr. 
C. G. K. Smith made the following 
reference to the existing economic 
position which has a direct bearing 
on the money market. 


Generally speaking business activity 
continues to be maintained at a satisfac- 
tory level despite the substantial reduction 
in farm and metal incomes during 1957- 
58 and the great uncertainty as to whether 
export prices will improve this year. 

Continuance of internal activity at 
present level can be expected for 1958/59, 
but looking ahead to 1959/60 may well 
then depend to a large extent on the re- 
covery of the wool market and on the 
prices of other primary exports. 


Economic conditions overseas appear 
to be a little more favourable to Aus- 
tralia than those prevailing some nine 
months ago. As an instance the United 
Kingdom bank rate is now at its lowest 
level since 1955. This means easier credit 
to the U.K. importer and the effect may 
be to stimulate trade with this country. 


The proposed expansion of the Treasury 
Bill issue of possibly £110 million during 
1958/59 could assist materially to sustain 
bank liquidity, and business activity, in 
the face of declining overseas reserves, 
but at this stage it is difficult to assess 
the value of this stimulant. 

The capital market has been well sus- 
tained despite the likelihood of a fall in 
Overseas reserves. New money raisings 
by companies listed on Australian Stock 
Exchanges totalled £114m. in 1957/58, 
nearly 20% greater than in 1956/57. 
The trend towards issues of debentures, 
registered notes, and deposits continued, 
this form of capital raising accounting for 
almost 70% of total raisings during 1957/ 
58. Indicative of this change, in 1954/55 
only 32% of the total capital raised took 
this form. 





* 


to time. Finally, in more recent times, 
recurring deficits in our overseas balance 
of payments have created strain on bank 
liquidity with consequent curtailment of 
bank advances. 
Liquidity 

During the latter half of 1957-58 the 
liquid funds of trading banks declined 
rapidly, falling by £129 millicn. This 
compares with an increase of £36 million 
over the corresponding period of 
1956-57. In June 1958 the ratio of these 
funds to deposits was 36.6% whereas, in 
the previous year it was 40.8%. The 
loss of liquid resources reflects largely 
the deterioration in overseas trading con- 
ditions, which has led to the contraction 
in bank deposits, and a substantial in- 
crease in bank lending mainly by utilisa- 
tion of margins within previously 
approved overdraft limits. 


In the twelve months to the end of 
September 1958 the Central Bank over- 
seas monetary reserves declined £71m. to 
£402m. compared with a rise of £186m. 
in the preceding twelve months. Deposits 
of the eight main trading banks rose a 
mere £8m. as against £111m. in the same 
period of 1957. On the other hand, to 
assist in sustaining the tempo of internal 
activity, the trading banks were called 
upon to meet increased demands for bank 
accommodation to the extent of £88m. 
Businesses of all kinds shared in this 
increase in advances. 


It will be obvious from these trends that 
Australia will be hard pressed to live 
within her means unless there is an early 
upturn in our export income. 


Lending Policy 

The amount of finance which a trading 
bank can provide at any particular time 
is determined by a number of conditions. 
In the first place, each bank has its own 
lending policy, alterations to which are 
made from time to time in the light of 
changing conditions. Broadly speaking, 
these policies are influenced by similar 
factors and so follow a similar pattern. 
Thus, in times of national need all banks 
will increase their advances; but within 
this broad framework variations will 
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occur, as some banks may desire to lend 
more than others or may favour proposi- 
tions which do not appeal to their com- 
petitors. 

In laying down its policy, a trading 
bank is conscious of its obligations to its 
customers and to the community. In the 
interest of the former, a bank would not 
normally seek new business by way of 
overdraft accommodation unless adequate 
prevision had been made for customers 
who may possibly require temporary 
assistance. For instance, many primary 
producers, presently in a_ satisfactory 
financial position, may require accommo- 
dation in time of severe drought and it 
would be the function of a bank to 
endeavour to see them through such a 
difficult period. Whenever appropriate, 
steps are taken to ensure that lending 
policies are not contrary to national 
interests. It is to be expected, therefore, 
that in a period of severe inflation, trad- 
ing bank lending will be restricted, where- 
as when the level of business activity is 
falling rapidly, credit may be granted 
more freely. Recognition of this obliga- 
tion by the banking system has been 
amply demenstrated during the post-war 
period. 


Funds for Lending 


Customers’ deposits, and not share- 
holders’ funds, provide a bank with its 
lending funds. Irrespective of the policies 
followed, all trading banks are obliged to 
retain a preportion of their resources in 
liquid form comprising cash, Treasury 
Bills and Government Securities. This is 
necessary to meet the demands of cus- 
tomers when withdrawing deposits or 
using their advances, and also to provide 
for any cther contingencies that may arise. 
Just what proportion of liquid assets 
above a set minimum each bank will hold 
depends upon its particular policy, whilst 
the percentage for all banks must vary 
from time to time. During each year, for 
instance, the period covering May to 
August is one of relatively low liquidity, 
as bank deposits fall and advances rise in 
response to lower export receipts and 
heavy taxation payments. Conversely for 
the remaining months of the year the per- 
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centage of liquid assets usually rises. In 
addition to these normal seascnal move- 
ments changing economic conditions exert 
a strong influence. 


Additional funds for lending become 
available from only two sources, namely, 
the repayment of advances or an increase 
in deposits. When a trading bank makes 
an advance it is concerned more with sup- 
plying funds to meet short term require- 
ments than with making fixed loans. The 
repayment of advances is a continuous 
process and the resulting turnover in 
funds ensures that the temporary require- 
ments of new borrowers can at least be 
considered. 


However, it is from new deposits that 
a trading bank receives the bulk of its 
additional funds for lending purposes. But 
even when deposits rise there is a limit 
to the amount which can be used to 
increase advances. A certain proportion 
must be kept in liquid assets, in addition 
to which, approximately 75% of any 
increase in deposits over and above a cer- 
tain level is liable to be called up by the 
Central Bank for lodgment in Special 
Accounts. Withdrawals from __ these 
accounts are only permitted when deposits 
fall or if the Central Bank considers that 
economic circumstances warrant re- 
leases. 


Lending Procedure 


One of the more important functions 
performed by a trading bank in the nor- 
mal course is to provide short term 
finance, by way of overdraft, fer personal 
and business needs. For the businessmen, 
funds are normally made available to help 
maintain, expand or develop his business, 
in many instances pending introduction of 
additional permanent or semi-permanent 
funds from one source or another. 


There is no set formula for lending. 
There are so many facets that no two 
propositions cut the same pattern. 


The personal character, integrity and 
capacity of the potential borrower, the 
nature of his business, the type and pur- 
pose of assistance he is seeking, the source 
of repayment, and the security available 
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are all factors subject to variation quite 
apart from the formal statement of finan- 
cial position. 

In the initial stages, the banker will 
wish to ascertain the amount of the 
owner’s capital in the business—be it a 
firm, proprietary or a public company. 
This is the protective buffer in favour of 
creditors. It is also reasonable to expect 
that there should be a satisfactory rela- 
tionship between the amount of the pro- 
prietor’s investment and the amount sup- 
plied by the creditors. Usually business 
prudence dictates that the proprietor 
should have a greater capital stake in his 
business than his principal creditors if he 
is to retain full control. A bank will 
expect to be required to furnish only short 
term finance of a self liquidating nature 
and circulating finance to cover fluctuat- 
ing trading needs. 

To any well defined principle there 
must naturally be exceptions and this must 
of necessity apply in the case of banking 
where assistance to small traders and 
industries at times calls for provision of 
more than just working capital. Each case 
is treated on its merits, because, if it were 
not so, many without access elsewhere 
could not function. 


Borrowers’ Liquidity 


Having satisfied himself as to the 
financial standing of the potential bor- 
rower, the Bank will no doubt then 
examine the customer’s liquid position 
which is reflected in the constitution of 
his current assets—having regard to the 


pending current liabilities. The matter 
of liquidity is of great importance for, 
quite apart from the fact that total cur- 
rent assets may show a_ comfortable 
margin over total liabilities, a borrower 
is not in an unassailable position if the 
items customarily classified as current 
assets are not in readily realisable form 
to meet the demands of short term credi- 
tors. As a general rule, it will be found 
impracticable to realise readily on fixed 
assets to pay these creditors. 


Attention will also be paid by the 
banker to the effect that any fresh bor- 
rowing may have on working capital. It 
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is here that the purpose of borrowing is 
of significance. Assuming that working 
capital is adequate for current needs 
what will the position be when the new 
liability is undertaken? If borrowing is 
undertaken for current purposes, e.g., 
stock purchases, both current assets and 
current liabilities—the circulating media 
—will increase correspondingly. Bor- 
rowing to pay taxation or dividends may 
result in money being lost to working 
capital. 


A Balanced Position is Essential 


Too much reliance on one particular 
type of finance can bring attendant 
dangers, which in turn, could impair the 
efficiency of the business. Even in the 
case of the principle of profit retention, 
the practice of which has played a majer 
role in the expansion of company activi- 
ties, some care must be exercised. The 
accumulated funds must be employed to 
the full. In addition, the shareholders’ 
point of view must be ccnsidered. 

Management is faced with a problem 
of steering a middle course which lies 
halfway between under- and over-capita- 
lisation; if the former, the business is 
hampered by an insufficiency of funds or 
the interests of external creditors assume 
such preportions as to upset the healthy 
balance. Basically, a sound principle is 
that the proprietors’ surplus should be 
sufficient to cover the total of fixed and 
intangible assets plus any outside invest- 
ments together with a further allowance 
to cover working capital. Where the 
proprietors’ interest in the composition 
of the capital structure is deficient, the 
position calls for immediate adjustment 
—either by an increase in the proprie- 
tors’ capital cr by replacement of a part 
of current liabilities by some form of 
term loan. In the case of a fixed loan, 
security to the lender by way of freehold 
mortgage would need to be available. 

Over-capitalisation may become pro- 
ductive of results which are even more 
serious than those of under-capitalisation. 
Its danger lies in the fact that, unlike 
under-capitalisation, its presence may 
not be recognised in its early stages. 
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Over-capitalisation is revealed by too 
much capital being locked up in fixed 
assets, and sales and earning capacity 
are too small in comparison with this 
fixed asset investment. Thus, this ap- 
parently paradoxical situation of having 
tco great a supply of capital in hand for 
the project under contemplation, may 
lead a business into severe pitfalls. 


In the first place, it may lead to ex- 
travagant expenditure on land, buildings 
or plant—out of all proportion tc turn- 
over. Depletion of working capital 
through over-investment in fixed assets 
may defeat the main purpose of any 
expansion through creating an inability 
to finance essential stock and debtors at- 
tendant to the expansion. 


It may lead to carelessness in the 
collection of beok debts—allowing deb- 
tors such lengthy credit term that collec- 
tion becomes increasingly difficult as 
time goes on. It may lead to expenditure 
on unproductive capital works and again 
it may lead to the building up of stocks 
far beyond the optimum level dictated 
by the current selling programme. 


In the final result, earning capacity 
declines, dividend distributions disappear 
and resort must eventually be made to 
the sale of fixed assets, impreved debt 
collection policy and pruning of stocks. 
The rehabilitation programme could very 
well be a long and painful process. 


Security 


It is appropriate here to refer to the 
type of security acceptable to a bank. 
Broadly speaking, security can be classi- 
fied into three groups— 


Most favoured: Assets of a permanent 
nature and enduring character which in 
the event of need are readily saleable at 
established values. Included in this cate- 
gory are deeds of improved properties, 
bonds and debentures of government and 
semi-governmental authorities. 


Less favoured: Scrip for shares in 
public companies listed on the Stock 
Exchange and readily saleable, guaran- 


The Australian Accountant, February, 1959 


tees by reliable third parties and 
mortgage debentures over floating assets. 


Not attractive but acceptable: Bond 
and free store warrants for merchandise, 
bills of sale, stock mortgages, crop liens, 
scrip in proprietary companies, deeds to 
unimproved land. 


Actually many advances made by 
banks are in fact unsecured and depend 
for their safety on the banker’s assess- 
ment of the borrower. 


Under existing conditions in the 
banking industry (and which are likely 
to remain with us for some considerable 
time) the importance of security is not 
always foremost in the banker’s mind. 
His greatest problem is perhaps in trying 
to meet the legitimate short term needs 
of his customers in the face of a general 
shortage of funds for lending. 


General 


Broadly speaking every business in 
this rapidly expanding country of ours 
is a growing one and the demand for 
finance is therefore ever present. As a 
result it is becoming more apparent that 
proprietors will have to rely more on 
their own capital and less on bank 
finance than has been the case in the 
past. Of this you may be assured—the 
banker wants to lend and he is aware of 
his responsibilities in this regard to 
business and the community generally. 


To date it has been assumed that a 
business requiring finance for normal 
expansion can be accommodated from 
one source or another depending upon 
the type of funds required. However, it 
would be as well to specially mention 
the difficulties encountered by many pro- 
prietary companies which do not have 
access to the money market. The follow- 
ing is a typical example of one such 
company competing against several 
larger well established public companies. 

Shareholders’ funds are in the region 
of £500,000 made up of ordinary capital 


and reserves, augmented by a loan of 
£250,000 -against freeholds from an in- 
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surance company. The bank limit of 
£200,000 was approved several years 
ago against the security of a mortgage 
debenture to cover normal fluctuating 
trading requirements, and due to a 
steady increase in sales which has re- 
sulted in a higher level of stocks and 
debtors, the bank overdraft has deve- 
loped a hard core content of about 
£100,000. In effect, the bank is provid- 
ing capital needs to the extent of the 
figure mentioned at a comparatively low 
rate of interest which of course was not 
the intention when the limit was first 
granted. 


Now the company must continue to 
grow if it is to survive in the face of 
strong competition but, to do so, more 
money is required to finance the increas- 
ing sales. This is the position: the 
shareholders are unable to contribute 
further capital, the insurance company is 
not interested in increasing its loan and 
the bank is seeking to be relieved of the 
hard core content of its lending. Al- 
though the shareholders are prepared to 
leave all profits in the business the ac- 
crual is inadequate to care for expanding 
needs. Trading results during the last 
five years are not sufficiently attractive 
to make the company eligible for public 
status. What is the answer? I believe 
it has to consider selling out to a com- 
petitor or seek the assistance of a recog- 
nised investment company. 


Situations similar to this exist in many 
private companies today and their prob- 
lems are very real ones. 


Influencing Your Banker to Say “Yes” 


Many applications for finance from 
existing and potential customers have 
been declined by a bank for no reason 
other than the would-be borrower has 
made an ill-prepared approach and as a 
result the banker has been unable to ob- 
tain a clear picture as to what is going 
on within the particular business. 


It is suggested that considerable 
thought be given to the preparation and 
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presentation of the case. Go to your 
banker (having already indicated to him 
the purpose of your call), well armed 
with material such as your financial fore- 
cast, an up-to-date balance sheet and 
supporting accounts, and above all with 
a clear-cut proposition. If your company 
is in other than a small way of business 
it is preferable that you develop your 
own financial control rather than rely 
on the banker to be your financial ad- 
viser—seek his opinion by all means on 
your plans but do not expect him to 
come forth with a ready solution to 
your problems—after all he is probably 
not familiar with the many facets of 
your business. 


If it is your intention to seek tempor- 
ary accommodation, say to buy or build 
a factory pending the obtaining of funds 
from an insurance company, first make 
the approach to the insurance company, 
so that a concrete proposal can be placed 
before the bank. If it is apparent that 
more share capital is needed, then dis- 
cuss the matter with your broker before 
going to the bank to seek temporary ac- 
commodation pending intake of the new 
capital. 


Learn to plan ahead for your require- 
ments and make good use of the various 
budgets which have been prepared. Too 
often the need for additional permanent 
funds is detected too late, with the result 
that the business finds itself unable to 
meet commitments promptly when due. 


If you place your full confidence in 
him and tell him your complete story, 
including the unfavourable aspects, you 
will have no better friend than your 
banker. 





NOTE: Further papers delivered at the 
Victorian Division’s Convention and dealing 
with other aspects of the Convention’s theme, 
“Financing a Growing Business,” will be pub- 
lished in subsequent issues of the journal. They 
include “The Function of the Stock Market” 
by A. McB. Fairfoul, F.A.S.A., (sharebroker, 
Tolhurst, Henley, Munckton & Co.) and 
“Our Experience in Financing a Growing Busi- 
ness” by J. O. A. Wilks, F.A.S.A., L.C.A., 
managing director, National Radiators Ltd. 
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AUSTRALIAN SOCIETY OF ACCOUNTANTS 


TREATISE 


E object of the Award is to encourage 
members of the Society to undertake 
research on accountancy problems which 
) will have beneficial results for the accountancy 
| profession both in Australia and elsewhere. 


The first award covered the five years ended 
30 September, 1957. The second award will 
be for the three year period from October, 
1957, to 30 September, 1960. 


The first award was made to Mr. S. R. 
Brown for his treatise “Costs and Prices”. 
This was considered to be a meritorious 
contribution to accounting literature, and it 
is hoped that this success will encourage 
members to produce treatises of an equally 
high standard. 


Details of the conditions governing the 
award are indicated below. 


CONDITIONS OF AWARD 
1, Nature of Award 


The award is known as “The Australian 
Society of Accountants Treatise Award”. It 
consists of a mounted gold medal and a 
citation. Where the award is made to joint 
authors each will receive a medal and a 
citation. Where two works are judged to be 
of equal merit, a joint award may be made, 
and each author will receive a medal and a 
citation. The General Council reserves the 
right to withhold the award if the Committee 
of Award should be of the opinion that no 
treatise submitted comes up to the standard 
of their requirements. 


2. Eligibility 
The award is open to all members of the 
Australian Society of Accountants. To be 


tlgible for the award a treatise must be a 
work on accounting and 


4) in the case of published works, be the 
first edition of any work whose first 
publication has been in Australia within 
the period in respect of which the award 
is to be made. Any such treatise not 
published as a book, or in a Society 
publication must be submitted to the 
General Registrar within the period of 
the award in order that it should receive 
consideration; 
in the case of unpublished works, be the 
works of author(s) which have not been 
submitted for publication outside Aus- 
tralia. Such works must be submitted to 


The Australian Accountant, February, 1959 


AWARD 


the General Registrar within the period in 
respect of which the award is to be made. 


3. Length 

No limit is placed on the length of treat- 
ises, but consideration will not be given to 
any work of less than 5,000 words. 


4. Copyright 

The General Council of the Society shall 
have the right to publish in a publication of 
the Society, but with acknowledgement of 
authorship, the whole or any part of the 
successful treatise which has not been pub- 
lished at the date of the award. Such pub- 
lication shall not be deemed to be an infringe- 
ment of the copyright, which shall remain the 
property of the author. 


5. Judges 

Awards will be made on the advice of a 
Committee of Award, consisting of three per- 
sons appointed by the General Council of the 
Society. The decisions of the Committee of 
Award on the merits of any work defined in 
clause 2 shall be final. An award will not be 
made if the Committee is of the opinion that 
no treatise is of sufficient merit to justify it 
or for any other reason determined by General 
Council. 


6. Basis of Award 

Awards will be made primarily on the 
subject matter of the treatises submitted, but 
the Committee of Award will also be empow- 
ered to take into consideration originality of 
treatment, lay-out, literary style and general 
utility. 
7. Mechanical Requirements 

All unpublished treatises must be typed on 


foolscap paper, double spaced, with left hand 
margin. 


8. Facsimile Reproduction 

The publisher and author of the winning 
treatise will have the right to reproduce a 
facsimile of the medal, accompanied by pre- 
scribed wording referring to the award, in 
publishers’ advertisements and in later editions 
(if the works have already been published) 
of the prize-winning treatise. 


9. Period of Awards 


Awards are made in respect of each three- 
year period. The second award will be for the 
period from 1 October, 1957, to 30 Sep- 
tember, 1960. 
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ACCOUNTING PROCEDURES 


“Paying the Modern Mariner” is the 
title of an article by G. Bartlett in The 
Accountant, 2 August, in which the 
author briefly describes the payroll pro- 
cedures adopted for payment of members 
of the Royal Navy. 


ACCOUNTING PRINCIPLES 


Kenneth S. Most discusses the problem 
of accuracy in accounting in an article in 
The Accountant, 9 August. The central 
problem is whether absolute exactness is 
attainable or should even be aimed at, or 
whether relative accuracy should be 
adopted as the more apposite standard 
for accountants. The latter is considered 
to be the more fruitful attitude. 


AUDITING 


Keith W. Dunn suggests, in The 
Journal of Accountancy, August, that 
there is a need for “Clarification of 
Responsibility for Discovery of Fraud”. 
He proposes that the implications of the 
standard audit report should be limited 
to the fair presentation of the balance 
sheet and revenue statement; he believes 
that a more detailed examination with a 
view to uncovering irregularities should 
be separately specified in the terms of the 
engagement. 


BUDGETING AND COST 


CONTROL 
In the N.A.A. Bulletin, August, G. J. 
Wachholz reminds accountants that 


“arbitrary cost cutting is not the road to 
improved profits’ and that “in some 
cases, it is actually necessary to spend 
more money to improve profits”. The 
same issue also contains a fairly detailed 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 









case study in profit planning and control 
reporting, by J. C. Freeman, and a 
description of “Sales Forecasting Methods 
and Their Place in Long Range Planning” 
by J. W. Ardner. 


“The Advertising Budget”, by Frank 
D. Robinson, appears in the August issue 
of The Controller. It illustrates the theory 
that investment in advertising should yield 
the firm’s required rate of marginal con- 
tribution to income and then discusses 
how the outlay should vary over the busi- 
ness cycle by applying the games theory 
to a ranking of the possible reactions of 
“our company” and “our competition”. 
















CAPITAL MANAGEMENT 


“Capital Expenditure Evaluation” is 
the title of an article in the August issue 
of The Controller. The author, Frank 
Schwab, discusses, with examples, the 
advantages of rate of return methods over 
the pay-out method of evaluating capita 
outlay. 

In The Journal of Accountancy, 
August, H. R. Lammie discusses the use 
of a formula for “Return on Capital 
Employed” in “after-the-fact” measure- 
ment and “before-the-fact” planning. In 
calculating the return, he proposes that 
the formula should include sales as 4 
significant element. 





















COSTING 


In the N.A.A. Bulletin, August, R. A 
Anderson points out that, even with 4 
cost-plus-fixed-fee type of contract, it pays 
the contractor to keep costs down. “The 
concept of tight control must be emphz 
sized to the same degree as in fixed prict 
work”. In the same issue, P. E. Pain 
describes “Audit Control of Time-and- 
Material Subcontracting”. He deals with 















The Australian Accountant, February, 1959 













the situation in which the prime contrac- 
tor has auditors examine the subcontrac- 
tor’s records in order to ensure that only 
legitimate labour and material charges 
are billed to the prime contractor. 


DIRECT COSTING 


In the August issue of The Account- 
ants’ Journal (N.Z.) the third and final 
part of the article, “Direct Costing—An 
Appraisal”, appears. The effects on profit 
measurement of preparing statements 
from conventional standard cost records 
and direct cost records are compared and 
illustrated by examples covering several 
accounting periods. 


DISTRIBUTION COST 


“Marketing Costs Can Be Controlled”, 
insists C. Sloat, in the N.A.A. Bulletin, 
August, and refers to the part which 
mathematical techniques can play in the 
control of inventories and distribution 
costs. In the same issue, G. B. Allen out- 
lines “What the Accountant Should Know 
About Market Research”. 


ELECTRONIC DATA PROCESSING 


J. A. Goldsmith, “Choosing your 
Computer”, The Cost Accountant, 
August, considers many of the character- 
istics of the different types of electronic 
computing equipment available at 
present. The aim of the article is to 
assist those responsible for the choice of 
the best equipment for a particular pur- 
pose. 


“An Approach to Programming” is the 
subject of an article by A. S. Douglas in 
The Accountant, 16 August. The author 
states that the technique of programming 
is not difficult to learn and suggests that 
it is better to teach somebody well-trained 
in the business to programme than to 
attempt to teach business to a trained pro- 
grammer. He then goes on to discuss the 
uses of electronic computers in commerce 
and the general programming considera- 
tions likely to be involved, with examples 
of the kind of problems in distribution 
and production that can be solved by 
electronic devices. 
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P. E. Priest, “Systems and Procedures 
for the Electronic Age”, N.A.A. Bulletin, 
August, stresses the importance of 
thoroughly reviewing systems and pro- 
cedures on a company-wide basis before 
ordering expensive electronic equipment. 


INVESTMENT 


The nature and modus operandi of 
investment clubs, a movement which has 
proved popular in North America and 
is now spreading to the United King- 
dom, are described by David W. Moate 
in The Accountant, 23 August. 


LIFO 


In the N.A.A. Bulletin, August, B. L. 
Mabie, “Keeping Up-to-Date on ‘Lifo’ ”, 
points out that there are three versions of 
“lifo” which yield rather different inven- 
tory values and profit results. A simple 
illustration makes the differences clear. 


MANAGEMENT PLANNING AND 
CONTROL 


R. Burt Gookin, “Financial Co-ordina- 


tion through Top Management”, Cost and 


Management, July-August, presents a 
case study of management planning and 
control in the H. J. Heinz Company, with 
particular emphasis on the financial divi- 
sion’s part in these activities. 


MATHEMATICS 


In The Accountant, 9 August, Fred T. 
Neely sets out some short cuts in arith- 
metic in “Easy Multiplication Through 
Comparisons” and brings out some 
interesting relations between the result of 
multiplying two numbers and squaring of 
their median. 


PRICE LEVEL CHANGES 


W. C. Flewellen, “Historical versus 
Current Cost as Depreciation Bases”, 
N.A.A. Bulletin, August, reviews the 
arguments on both sides of the deprecia- 
tion controversy. He concludes: “Histori- 
cal cost is useful and necessary. However, 
adjusted data may provide additional use- 
ful information. The best methods for 
obtaining and presenting this informa- 


109 





tion . . . present challenges to the mem- 
bers of the accounting profession.” 


PROFESSIONAL STANDARDS 


In an article entitled “A Chap that 
Fiddles Tax” in The Accountants’ 
Journal (U.K.), August, R. Sewell sug- 
gests that some accountants are at fault 
in the matter of maintaining the status of 
the profession in the opinions of some 
portions of the general public by becom- 
ing absorbed with matters of tax avoid- 
ance to the exclusion of other, more posi- 
tive, services that they may render in the 
field of better management. He is of the 
opinion that accountants should under- 
take the responsibility of actively “selling 
the advantages of better accounts” to the 
clients and suggests lines along which this 
might be done. 


PUBLISHED ACCOUNTS 


In the Finance and Commerce section 
of The Accountants’ Journal (N.Z.), 
August, some of the problems frequently 
encountered in the study of published 
financial reports are discussed. Such 


problems as discrepancies between the 
directors’ report and the figures of the 
actual profit and loss statements, incon- 
sistencies in the disclosure of transactions 
with subsidiaries and confused treatment 
of losses carried forward are considered. 


SPACE UTILISATION 


A. H. Taylor, writing on “The Cost of 
Space” in The Accountant, 9 August, 
points out the economic importance of 
using space efficiently and discusses prob- 
iems and techniques in measuring 
efficiency in space utilization. 


TRANSPORT COSTS 


Under the heading “Don’t Take Traffic 
Costs for Granted”, S. P. Neprash, 
N.A.A. Bulletin, August, makes a variety 
of suggestions for cutting down the size of 
a company’s freight bill. J. W. Barker, in 
the same issue, deals with the problem of 
getting useful cost estimates for a trans- 
port operation despite the rigid system of 
accounting which interstate carriers are 
compelled to follow in the U.S.A. 





NEW YEAR HONOURS 


fy congratulations are extended to the following mem- 
bers of the Australian Society of Accountants whose 
names appeared in the list of New Year Honours con- 
ferred by Her Majesty, The Queen. 


SIR ARTHUR TENNYSON SMITHERS, 
C.B.E., A.A.S.A., of Melbourne, has been 
made a Knight Bachelor. He is State Director 
of Finance in Victoria. 


MR. ALBERT ALLAN - TREGEAR, 
A.A.S.A., of Canberra, A.C.T., has been 
awarded the C.B.E. (Order of the British 
Empire, Commander). He is clerk of the 
House of Representatives. 


MR. GERALD PACKER, A.A.S.A., of 
Brighton, Victoria, has been awarded the 
C.B.E. (Order of British Empire, Commander) 
for services to the Federal Government. 


MR. ALLAN LESLIE MORSE, F.A:S.A.., 
of Bathurst, New South Wales, has been 
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awarded the O.B.E., (Order of the British 
Empire, Officer). 


MR. WILLIAM EDWARD MANN, 
A.A.S.A., of Camberwell, Victoria, has been 
awarded the M.B.E., (Order of the British 
Empire, Member). He is a member of the 
Department of Air, Melbourne. 


MR. JOHN OLAF NELSON, A.A:S.A., of 
Melbourne, has been awarded the M.B.E., 
(Order of the British Empire, Member). He 
is Federal president of the Council of Friendly 
Societies. 

MR. HOWARD ROBERT HILL FRENCH, 
A.A.S.A., of Geelong, Victoria, has been 
awarded the M.B.E., (Order of the British 
Empire, Member). 
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REGISTER OF MEMBERS 


Listing the names of members of the Aus- 
tralian Society of Accountants and of The 
Australasian Institute of Cost Accountants who 
have been advanced recently in status with 
the names of new members and those whose 
names for various reasons have been removed 
from the registers. 


Australian Society of Accountants 
VICTORIA 


Provisional Associates: Chong, L. Y. (Miss); 
Galbraith, G. F.; Hannan, B. R.; Markovic, 
J; Morley, B. J.; Nicholson, J. B.; Templeton, 
R. T. 


Associates: Bieshaar, T.; Blainey, E. C.; 
Blesson, P. W.; Brown, W. C.; Buchanan, R. 
W.; Church, R. O.; Cole, R. M.; Collins, L. R.; 
Cook, L. P.; Cooper, J. G. W.; Day, J. R.; 
Fell, L.; Fergie, B. A.; Forster, L. J.; Gay, 
R. P.; Gelley, S.; Golden, P. L.; Gray, K. M.; 
Gray, P. W.; Hall, A. W.; Harrisson, B. K.; 
Hazelden, A. L.; Hook, A. J.; Italiano, A. G.; 
Jackson, M. S.; James, A. L.; Juno, P. A.; 
Knight, E. S.; Lawrence, H.; Meyer, N. C. 
(Miss); Mittag, E. W.; Morrison, W. T.; 
Nugent, R.; Patton, R. G.; Powell, S.; Quinn, 
A. A.; Richter, K. D.; Robb, G. J.; Sallabank, 
R. D.; Smith, S. S.; Terry, K. C.; Thomas, 
E. M.; Tyrer, G. L.; Tucker, R. H.; Veal, 
E. J. B.; Walsh, M. J.; Wilson, K. D.; Wynne, 
W. J. 


Advanced to Fellow: Edwards, E. K.; Hop- 
kins, A. R.; Spurr, W. 


Removed from Register—Deceased: Butler, 
T. E.; Fincher, F. L.; Karmel, R.; McLoughlin, 
F. A.; Ogilvy, J.; Seccombe, E. H.; Turnbull, 
A. N. Resigned: Ayres, F. E.; Chambers, 
J. A.; Manning, K. A. W. 


NEW SOUTH WALES 


Provisional Associates: Burkett, K. J.; Dic- 

tens, A. E.; Doutty, A. C.; Gray, D. H.; King, 
M. W.; Laurie, J. W.; Mann, B.; Moss, C.; 
McEvoy, K. T.; Robertson, G. S.; Rollin, J. E.; 
xott, J. J.; Slattery, J. E.; Stirton, K. L.; 
Thomason, B. E.; Walker, B. J.; Williamson, 
F. W.; Woollett, K. J. 


Associates: Bax, S. F. J.; Beencke, F. J.; 
Boyce, N. R.; Clune, A. P.; Cossar, S. J.; 
Ellis, D. G.; Faulkner, A. D.; Harris, J. E.; 
Hole, J.; Howell, B. W.; Kempe, A. R.; 
Knowler, R. A.; Lane, R. S.; Levett, J. N.; 
Loxley, R. W.; Meston, J. F.; McCallum, 
®. B.; McCarthy, N. L. P.; McCausland, V. L.; 
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Nettheim, R. F.; Oliver, G. W.; Peretz, K.; 
Pritchard, R. J.; Sanchez, K.; Scrimgeour, 
S. G.; Seamonds, M.; Smoother, L. C. A.; 
Spooner, E. D.; Spooner, J. R.; Stephenson, J.; 
Vale, J. G.; Verrills, K. W.; Young, B.; Young, 
N. M. 


Advanced to Associate: 
Kuusik, O.; Medcalf, N. L. 


Advanced to Fellow: Barron, T. O.; Mal- 
lyon, C. A.; Mitchell, L. S.; Weisz, M. C. 
(Miss). 


Higgs, R. D.; 


QUEENSLAND 


Associates: Martin, A. E. (Miss); Mulcahy, 
B. L. 


TASMANIA 


Provisional Associates: Howe, D.; Pace, B. 
J.; Williams, P. T. 


Associates: Addison, G. A.; Dwyer, R. J.; 
Ivatts, J.; Walter, P. A.; Wolnizer, W.; Young, 
D. E. M. 


Advanced to Associate: McNamara, K. J.; 
Threlfall, B. D. 


Advanced to Fellow: Lennox, J. G. 
Removed from Register—Resigned: 


+ 


The Australasian Institute of Cost 
Accountants 


NEW SOUTH WALES 
Admitted as Fellow: Paton, O. H. 


QUEENSLAND 


Associate: Amies, J. L. 


SOUTH AUSTRALIA 


Provisional Associates: Brewer, W. A.; Ren- 
frey, A. W.; Spear, W. A. 


Associate: Stephanos, C. 


Removed from Register: Castle, D. E.; 
English, R. G. 


Correction: We have been advised that an 
error occurred in the Register of Members 
published in the January issue of The Aus- 
tralian Accountant, (page 60). 

In the register of members quoted above 
the name of Mr. G. N. Crawford-Fish was 
shown as having been removed from the 
register by resignation. This entry was totally 
incorrect and any inconvenience caused to 
Mr. Crawford-Fish is greatly regretted. 





NEWS AND NOTES 


Australian Society 
of Accountants 


SOUTH AUSTRALIA 


Programme of Activities 

The Activities Committee of the South 
Australian Divisional Council has arranged 
the following programme of activities for 1959. 
February: Bowls evening. 

20 March: Annual general meeting and smoke 
social. 

April: Lecture. 

29-31 May: State Convention at Berri. 

June: Edgar Sabine Memorial Lecture. 
Annual golf match with the Institute of 
Chartered Accountants. 

July: Forum. 

August: Annual lecture in the University of 
Adelaide. 

September: Film Evening. 

October: Forum. 

In addition, luncheons will be held each 
month from February to November, on the 
last Monday in the month, except for the 
March luncheon which will be held on Mon- 
day the 23rd, as Easter falls on the last Mon- 
day in March. 


Annual Meeting and Smoke Social 


Members are reminded that the annual meet- 
ing and smoke social will be held at the Myer 
Apollo Dining Hall on Friday, 20 March. 
Notice of this function will be forwarded to 
all members with the annual report of the 
Division. Members will greatly assist the 
catering arrangements by filling in and return- 
ing the reply slip provided 


TASMANIA 
Personal 


Mr. J. G. Cooper, F.A.S.A., director and 
general manager of Mercury Press Pty. Ltd., 
has been appointed a director of Mercury 
Newspaper Pty. Ltd. 


Members’ Luncheon 


The first members’ luncheon for 1959 was 
held at the Y.M.C.A., Hobart, on 13 February. 
There was a satisfactory attendance and the 
guest speaker was the newly appointed head- 
master of the Hobart High School, Mr. P. J. 
Clifford, who addressed members on the sub- 
ject of “The School’s Board Certificate”. In 
view of the general interest in education and 
of the Society’s decision to discontinue the 
preliminary examination, Mr. Clifford’s talk 
was most topical and well received. The State 
President, Mr. J. Cooper, thanked the 
speaker for his address. 
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QUEENSLAND 


















































Educational Activities for 1959 } 
During 1959 the monthly lecture for mem. ( 
bers will be held in the Oddfellows Hall, 25 P 
Charlotte Street, Brisbane at 7.30 p.m. on the 
second Thursday of each of the months 
shown below. : 
In addition, the Practising Accountants A 
Group will for the present continue to hold by 
meetings on the first Monday of each month pe 
in the Overseas League rooms. It is expected he 
that other discussion groups will also bk of 
formed during the year. A State Convention U 
will be held on the Gold Coast near Brisbane 
probably during October. 
Programme Cl 
February: Accountants’ and Secretaries’ Re- 
sponsibility to the Stock Exchange. on 
March: New Developments in Payroll Pro En 
cedure. Mi 
April: Effective Cost Control through Respon- fF ‘4! 
sibility Accounting. F 
May: Why form a Holding Company? = 
June: Co-operation of Auditors with Account: : 
ing Executives. F add 
July: Company Reports. Col 
August: Unusual or Unfamiliar Aspects of & Ab: 
Income Tax. pre! 
September: Direct Costing. What is Its Pro stor 
gress in Australia? > Uni 
October: Consideration Decisions on Capital A 
Expenditure. Pr 
November: Problems of Overseas Trading a T 
it Affects the Accountant. _ 
Mr. 
NEW SOUTH WALES a 
Personal 'PY¥ 
Mr. E. H. Davis, A.A.S.A., has been apg ™n 
pointed deputy bursar and accountant of th ‘#@ 
University of New South Wales. JW 
Mr. T. J. S. Bradshaw, A.A.S.A., has been Ann 
appointed Assistant Comptroller of Inlani 
Revenue with the Malayan Government. Pin 
We have been advised that the firm nam hibiti 
of Messrs. H. V. Robson, Magrath & Co. hie 
been changed to Messrs. H. V. Robson & Co. Univ. 
Messrs. J. E. Adams & Co. advise that the We 
have changed the address of their Penrith point, 
office to 479 High Street, Penrith. of Ec 
Mr. N. E. Peters, A.A.S.A., who was unti® of M 
recently accountant of Accommodation Au — M 
tialia Ltd., has been appointed secretary 0 I ing . 
that company. merce 
Messrs. Hill, Rae and Embrey advise tht Jang 
their practice is now being conducted 4% Soci 
Adams’ Building, 484 George Street, Sydney. lang | 
Telephone: MA 9983-4. Chart 
Mr. B. S. Worsley, F.A.S.A., advises tha been ; 
his practice is now being conducted at i Auckl; 
Kathleen Street, North Ryde. for t 
Mr. John Luscombe, A.A.S.A., A.C.1S New 
has been appointed supervisor of the salt Kay a 
accounting section of Burroughs Ltd. at th cillor 
head office, 40 Miller Street, North Sydnej — 
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Mr. Luscombe will be responsible for all 
accounting matters associated with equipment 
(sales and billing), accounts receivable and 
service revenue for the company. 


Mr. James F. Lawson, O.B.E., A.A.S.A., 
has been appointed regional manager of Ben- 
dix-Tecnico Pty. Ltd. in Victoria and South 
Australia. Mr. Lawson, who will live in Mel- 
bourne, retired recently from the R.A.A.F. 
with the rank of Group Captain after 22 
years’ service. He was a senior equipment 
officer and his service included tours in the 
U.K. and Canada. 


VICTORIA 


Christmas Luncheon 


The Christmas luncheon at the Victoria Ltd. 
> on 9 December, was attended by 275 members. 
Entertainment was provided by Miss Diana 
» Munn, soprano and Mr. Alan Rowe, enter- 
tainer. The accompanist was Mr. Eric Fox. 


Family Circle 

The December meeting of this group was 
addressed by Mr. L. Butler, secretary, G. J. 
Coles & Co. Ltd. on the subject “Retail Stores 
Abroad”. Mr. Butler presented a most com- 
prehensive and well-illustrated survey of retail 
stores and their control in England and the 


United States. 


' Appointments to Divisional Council 


The Divisional Council, at the January 
welcomed two new’ members, 
Dick, B.Com.,_ A.A.S.A., 


Chartered Accountants (Aust.), and Mr. F. T. 
P. Whiteway, A.A.S.A., general manager, Ed- 


} ments Pty. Ltd. They were appointed to fill 


vacancies caused by the resignations of Messrs. 


| J. Wallace Ross and J. R. Barber. 


Annual Meeting 
The annual meeting of the Victorian Divi- 


‘sion will be held at the Royale Ballroom, Ex- 


hibition Buildings on 25 March. 
University Appointments 


We have been advised of the following ap- 
Pointments to senior lectureships in the Faculty 
of Economics and Commerce in the University 


1— of Melbourne. 


Mr. R. M. Kay: Senior Lecturer in Account- 


ping. Mr. Kay obtained the Bachelor of Com- 
merce degree in the University of New Zea- 


land. He is a fellow of the New Zealand 
Society of Accountants and of the New Zea- 


sland Institute of Cost Accountants, and the 
| Chartered Institute of Secretaries. 


He has 
been a part-time lecturer in accounting at the 
Auckland University College and an examiner 
for the University of New Zealand and the 
New Zealand Society of Accountants. Mr. 
Kay also served for three years as a coun- 
cillor of that Society and in 1952 was elected 
President of the New Zealand Institute of 
Cost Accountants. 
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Mr. L. C. Voumard: Senior Lecturer in 
Commercial Law. Mr. Voumard, who took 
up his appointment on 1 February, was pre- 
viously Senior Lecturer in Law in the School 
of Accountancy, Royal Melbourne Technical 
College. He is a graduate of the University 
of Melbourne (B.A. 1937, LL.B. 1939). An 
associate member of the Australian Society 
of Accountants, Mr. Voumard has, for the 
past two years, been legal editor of The Aus- 
tralian Accountant. Since 1944 he has also 
been a member of the company law committee 
of the Society. 


Personal 


Messrs. Martin, Goode, Morris and Toner 
of 340 Little Collins Street, Melbourne, advise 
that Mr. Archibald N. Martin retired from 
the firm on 31 December. The remaining 
partners will carry on the practice under the 
firm name of Goode, Morris and Toner. 


WESTERN AUSTRALIA 


Visit of Research Officer 


Mr. K. A. Middleton, the Society’s Research 
officer, was kept busy during his recent visit 
to Perth. The morning after his arrival he 
met Mr. J. M. Groom, State President, and 
Mr. L. Beasley, chairman of the Research 
Committee, and later Mr. A. E. White, Assist- 
ant Secretary Local Government Department, 
and chairman of the W.A. Division's Local 
Government Accounting Group. 


In the evening Mr. Middleton met the fol- 
lowing members of the Local Government 
Accounting Group—Messrs. A. E. White, E. J. 
Chown (Department Local Government), L. 
Knuckey and J. O’Donoghue (Perth Road 
Board), D. Hill (Cottesloe Council). 


The next day Mr. Middleton’s programme 
included a visit to the Perth Technical Col- 
lege; and in the evening a meeting with mem- 
bers of the Government Accounting Group. 
Members present comprised, Mr. J. Stapleton, 
(chairman), who is accountant of the Public 
Works Department, and Messrs. H. Jarman, 
(secretary), Inspector in the Public Service 
Commissioners’ Office, C. G. Adams, Depart- 
ment of Labour, and J. Hume, State Engin- 
eering Works. Mr. Middleton outlined the pro- 
gress made by a similar group in Victoria. 
General discussion followed and helpful advice 
was given regarding the type of activities 
which the group might consider. A meeting 
of the full group is to be called in the near 
future to select a subject for study. 


On Thursday he was the guest of the State 
Divisional Council of the Society at lunch 
at the Palace Hotel. In the evening he met 
the members of the Research Group dealing 
with the subject “Taxation and the Accounting 
Concept of Business Income”’—Mr. W. A. 
Limpus (chairman), Mr. A. W. Nielsen (sec- 
retary), Messrs. E. F. Dorking-Clarke, N. A. 
Harris, A. W. Pooley, and Mrs. L. Cadwgan. 
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Discussions were also held, at various times, 
with members of the Cost Institute engaged 
on research into “Long Range Forecasting”. 
The visit by the research officer proved most 
helpful to the various groups, who have started 
the New Year with added enthusiasm. 


+ 


The Australasian Institute 
of Cost Accountants 
QUEENSLAND 


The main activities of the Queensland Divi- 
sion’s 1959 programme will be the monthly 
lunch hour discussion meetings to be held on 
Wednesdays at McDonald’s Restaurant, Ed- 
ward Street, Brisbane. The proposed dates 
are set out below. 

It is anticipated that two evening lecture 
meetings will be held during the year. Dates 
have not been set as it is hoped to obtain 
interstate speakers and the dates of the meet- 
ings would have to be chosen to meet their 
arrangements. 


Programme of Lunch Hour Meetings, 1959 


18 February—Direct Costing. 

18 March—Causal Costing. 

29 April*—Costing Services of the Common- 
wealth Bank. 

27 May—Primary Producers’ Costing. 

24 June—Depreciation—Historical or Replace- 
ment? 

22 July*—Economics of the Business Enter- 
prise. 

19 August—Subject to be decided later. 

30 September—Responsibility Accounting. 

28 October*—What Management Expects of a 
Costing System. 

25 November—Effect of Volume on Costs. 

*Guest speaker. 


WESTERN AUSTRALIA 
Industrial Visit 


Members recently enjoyed a visit to Swan 
Portland Cement Co. where a well-planned 
tour of the plant, supplemented by flow dia- 
grams, showed how technological changes had 
been met in product variety and budgeting. 
Mr. T. Pullen was most interesting in the 
concluding discussion, particularly as he spoke 
in his capacity as a director of the Company 
who was previously the company’s cost accoun- 
tant. 


Christmas Party 

The Christmas social gathering of the Divi- 
sion held on 3 December at the Shell Thea- 
trette took the form of a film evening. Some 
80 people, comprising guests, members, stu- 
dents and their wives, attended. The pro- 
gramme included three films entitled respect- 
ively “Strictly White Collar” (courtesy of 
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of th 
(courtesy of 


Western Public Relations), “Song 
Clouds” and “Vintage Holiday” 
the Shell Company). 


Mr. R. S. Middleton, chairman of the Re. 
search and Study Group, welcomed the guests 
and during the evening Mr. A. Jones, State 
President, took the opportunity to congratulate 
Mr. W. H. Duirs on his election as General 
President of the Cost Institute. He also cop. 
gratulated ten students who had recently com. 
pleted the cost accounting examinations under 
the Joint Board arrangements with the Perth 
Technical College. The list was headed by 
Mr. L. S. Cole, who had completed the exan- 
inations in one sitting with five distinctions 
Others to complete the examinations were— 
Messrs. C. G. Adams, G. A. Alexander, F 
Armstrong, S. D. Bishop, R. Horner, L. § 
Hunt, R. G. Klein. K. Martin, B. Somes. 


VICTORIA 
Retirement of Divisional Councillors 


The following are the Councillors who wil 
retire by rotation at the 1959 annual general 
meeting of members: 

Sutherland, A. F. J. 
Round, W. P. 
Thiele, R. O. 

Under the terms of Article 100A the follow- 

ing will also retire: 
Buttner, F. A. 
Cross, K. 


The Year’s Activities 


The coming year will be important for the 
Victorian Division of the Australasian Insti- 
tute of Cost Accountants, as during the firs 
six months two conventions will be held. 


Tasmanian Convention 


This will be held at Lufra Hotel, Eaglehawi 
Neck (50 miles from Hobart) from 4.30 p.m 
on Friday, 10 April, to 2.30 p.m. on Sunday, 
12 April, the theme of the Convention being 
“What Management Requires of Its Cost Ac- 
countant”. 


This subject is essentially practical an 
every effort has been made to obtain speaker 
who are top executives in large industries and 
who can deal with their topics from practical 
experience. Discussions at the Convention wil 
not be around material which can be read ip 
text books, but will be based on description’ 
of new and advanced management accounting 
techniques which are being adopted by some 
of our most successful organisations. Speaker 
and subjects are: Mr. John Kirkhope, Chair- 
man of Containers Ltd.—“A Critical Approach 
to Management Accounting”; Mr. E. R. Bom- 
phrey, Assistant General Manager, Olympic 
Tyre & Rubber Company Ltd.—‘“Reporting 
to Achieve Control and Action”; Mr. Gilbert 
Moffatt, Assistant Comptroller, Frigidaire 
Division of General Motors-Holdens Ltd— 
“Measuring Performance Against a Budget 
Dr. H. F. Craig, Director of Studies, Summer 
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School of Business Administration, University 
of Melbourne, who will conduct a case study 
on “Forward Planning and Pricing Policy”; 
Professor R. ft. Downing, Ritchie Professor of 
Economic Ak University of Melbourne 
—“Current Economic Trends”. 

The Premier of Tasmania, The Hon. Eric 
Reece, M.L.A., will declare the Convention 
ae} at the dinner to be held on Friday, 10 
April. 

Those attending can be assured of deriving 
real benefit from the lectures and subsequent 
discussions, as well as from the friendships 
which will result. A special invitation to attend 
is extended to members of the Australian 
Society of Accountants. 

The practical nature of the subjects to be 
dealt with and the attractive setting for the 
Convention, will make this a popular occasion, 
and it is suggested that members desiring to 
attend make early application to the State 
Registrar, Victorian Division, Australasian 
Institute of Cost Accountants, 37 Queen Street, 
Melbourne. 


Second Annual Convention 


This Convention will have as its theme 
“A Planned Approach for Greater Profits” 
and will be held at the Australian Adminstra- 
tive Staff College, Mount Eliza, from Wednes- 
day evening 13 May to Friday afternoon, 
15 May. The programme is as follows: 
Wednesday evening—Address by Sir Douglas 

Copland—‘“Future of Australia’s Economy 

Over the Next Twenty Years”. 
Thursday—Theme for the day— ‘Planning and 

Setting of Objectives”. 

Thursday morning—‘Setting Objectives and 
Measuring Achievements” (Speaker’s name 
to be advised later). “Planning the Intro- 
duction of New Products”—Mr. E. O. Pell- 
ing, Assistant Managing Director, Kraft 
Food Products Ltd. 

Thursday afternoon—‘“Sales Forecasts as a 
Basis for Planning”-—Mr. W. A. Reid, Assist- 
ant Sales Manager, Gas & Fuel Corporation. 

Thursday evening—“Human Relations and the 
Cost Accountant”—Mr. J. P. Young, Gov- 
erning Director, J. P. Young & Associates 
Pty. Ltd 

Friday—Theme for the day—“Control and 
Measuring Achievements”. 

Friday morning— ‘Budgetary Policy and Con- 
trol’.—Mr. L. H. Dillon, Commercial 
Manager, Australian Consolidated Industries 
Ltd. “Let’s Develop Return-on-Investment 
Consciousness”—Mr. F. K. Wright, Con- 
sultant, W. D. Scott & Co. 

Friday afternoon— 

Case Study—Leader—Dr. H. F. Craig, Direc- 
tor of Studies, Summer School of Business 
Administration, University of Melbourne. 


Research on Cost Reports to Foremen 


It is important that foremen should be en- 
couraged and assisted by prompt cost request 
to pinpoint and control excessive costs. They 
are in the immediate position to eliminate 
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Federal Government Appoints 
Decimal Currency Committee 


On 16 February the Federal Treasurer, 
The Rt. Hon. Harold Holt, announced 
that the Government would set up an 
independent committee to advise how and 
when and on what terms this currency 
reform could be effected. The Treasurer 
said that the Government had decided 
that the committee should comprise seven 
persons who would be personally in- 
terested in the change to a decimal cur- 
rency but no member would directly re- 
present any particular section of the 
community. 


The committee comprises: Mr. Walter 
Scott, F.A.S.A., F.C.A.A., governing di- 
rector, W. D. Scott & Co. (Sydney); Sir 
Kenneth Coles, a director of G. J. Coles 
& Co. Ltd. (Sydney); Alderman Dorothy 
Edwards (Launceston); Mr. A. W. Hen- 
derson, member of the State Electricity 
Commission of Victoria and State sec- 
retary of the Electrical Trades Union; 
Mr. D. H. Merry, Chief Economist, Aus- 
tralia & New Zealand Bank Ltd. (Mel- 
bourne); Mr. S. Powell, F.C.A.Aust., 
company director (Adelaide); and Mr. F. 
S. Vine, managing director, James Miller 
& Co. Pty. Ltd. (Melbourne). 





* * 





waste. More companies should be aware of 
what is being done in the field of cost report- 
ing to foremen. The Research group of the 
Victorian Division therefore has been requested 
by General Council to make a study of the 
best practices in Australia in relation to cost 
reporting to lower levels of management. It 
is hoped at a later stage to publish the find- 
ings of the group and so encourage a wider 
acceptance of the value of cost reports to 
foremen. 

A questionnaire has been sent to six com- 
panies as a pilot run. The response so far, has 
been very encouraging. When this trial has 
been completed and the effectiveness of the 
questionnaire established, a large range of 
Australian companies will be approached for 
information. 

Any member who can assist in this research, 
or is particularly interested in the subject, and 
would like a copy of the trial questionnaire 
form should write to the chairman of the 
Research Group, Mr. A. H. Blamey, C/- The 
Australasian Institute of Cost Accountants, 
37 Queen Street, Melbourne. 
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NEW BOOKS 


Volumes recently added to the 
Australian Society of Accountants 
Central Library, Melbourne. 


> 


Accounting and the analysis of financiel 
data. Edison E. Eaton and Byron L. 
Newton. New York: McGraw-Hill, 1958. 
449 pp. 

L. P. Alford and the evolution of modern 
industrial management. William J. Jaffe. 
New York: New York Univ. Press, 1957. 
366 pp. 

Archer’s loan repayment and compound 
interest tables, 10th ed. P. G. Brown and 
W. A. Forster. London: Shaw & Sons, 
1958. 384 pp. 

Business statistics and statistical method, 
4th ed. by G. L. Thirkettle. H. J. Whel- 
don. London: Macdonald & Evans, 1957. 
270 pp. 

Company investigations of automatic data 
processing. Peter B. Laubach. Boston: 
Harvard Univ. Graduate School of Busi- 
ness Admin., 1957. 258 pp. 

The control of inflation. J. E. Meade. 
Cambridge: Univ. Press, 1958. 52 pp. 
Cost accounting, 2nd ed. Charles F. Schlat- 
ter and William J. Schlatter. New York: 

John Wiley, 1957. 725 pp. 

Cost data for the management of railroad 
passenger service. Dwight R. Ladd. 
Boston: Harvard Univ. Graduate School 
of Business Admin., 1957. 345 pp. 


The demand for aluminum: a case study in 
long-range forecasting. James E. Rosen- 
zweig. Urbana: Univ. of Illinois. Bureau 
of Economic and Business Research, 
1957. 67 pp. 

The director looks at his job. Courtney C. 
Brown and E. Everett Smith eds. New 
York: Columbia Univ. Press, 1957. 150 
pp. 

Encyclopaedia of accounting systems, Vols. 
2-5. Robert I. Williams and Lillian Doris. 
Englewood Cliffs, N.J.: Prentice-Hall, 
1956-7. 

The historical development of the use of 
ratios in financial statement analysis. 
Sister Isadore Brown. Washington: 
Catholic Univ. of America Press, 1955. 
28 pp. 

The influence of sales taxes on productiv- 
ity. Organisation for European Econo- 
mic Co-operation. Paris: 1958. 268 pp. 

Installing electronic data processing sys- 
tems. Richard G. Canning. New York: 
John Wiley, 1957. 193 pp. 

Internal audit and control of a traffic de- 
partment. Institute of Internal Auditors. 
New York: 1958. 87 pp. 
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Internal auditing in 1957. Institute of In- 
ternal Auditors. New York: 1958. 53 pp. 


Introduction to operations research. C, 
West Churchman, Russell L. Ackoff and 
E. Leonard Arnoff. New York: John 
Wiley, 1957. 645 pp. 

The investment decision; an empirical 
study. John R. Meyer and Edwin Kuh. 
Cambridge, Mass.: Harvard Univ. Press, 
1957. 284 pp. 

Landlord and tenant (Victoria), 2nd ed. 
Kevin Anderson. Sydney: Butterworth, 
1958. 198 pp. 

Law office management, 
McCarty. New York: 
1955, 525 pp. 

Long service leave (N.S.W.). J. C. Moore 
and Vernon Watson. Sydney: Law Book 
Co., 1958. 51 pp. 

Management creeds and philosophies. Stew- 
art Thompson. New York: American 
Management Association, 1958. 127 pp. 

Motivation research and marketing man- 
agement. Joseph W. Newman. Boston: 
Harvard Univ. Graduate School of Busi- 
ness Admin., 1957. 525 pp. 

Operations research reconsidered. Ameri- 
can Management Association. New York: 
1958. 143 pp. 

Practical applications of accounting stan- 
dards; a decade of comment on account- 
ing and auditing problems. Carman G. 
Blough. New York: American Institute 
of Certified Public Accountants, 1957. 
469 pp. 

Proceedings of the seventh international 
congress of accountants. Amsterdam: 
1957. 714 pp. 

Quality control in action. American Man- 
agement Association. New York: 1958. 
116 pp. 

Scientific inventory management simplified 
—the economic order quantity, rev. ed. 
U.S. General Services Administration. 
Washington: U.S. Govt. Printing Office, 
1957. 62 pp. 

Standard batch control. John L. Burbidge. 
London: Macdonald & Evans, 1957. 186 
pp. 

Standard 
manual, rev. 
Goods Association. 
235 pp. 

A study of management consultants in Aus- 
tralia. P. P. Perry and L. S. York eds. 
Sydney: John Lee & Co., 1958. 74 pp. 

Uniform system of accounts and reports 
for air carriers in accordance with Sec- 
tion 407 of the Civil Aeronautics Aet. 
U.S. Civil Aeronautics Board. Washing- 
ton: U.S. Govt. Printing Office, 1957. 
39 pp. 

Work simplification. 
York: McGraw-Hill, 


8rd ed. D. C. 
Prentice-Hall, 






expense center accounting 
ed. National Retail Dry 
New York: 1957. 


Gerald Nadler. New 
1957. 292 pp. 
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The Australasian Institute of Cost Accountants 


KNOW YOUR COUNCILLORS 


GENERAL COUNCIL 


Ww. H. DUIRS, F.c.a.a. (W.A.), President 

R. J. JARMAN, A.aA.S.A., F.C.A.A. (N.S.W.) 

A. F. J. SUTHERLAND, 3.a.s.a., F.C.A.A. 
(Vic.), Hon. Treasurer 

L. H. DILLON, F.a.s.a., F.C.A.A. (Vic.) 

G. E. FITZGERALD, B.a., B.COM., F.A.S.A., 
F.C.A.A. (Vic.) 

A. MOFFATT, A.a.S.A., A.C.A.A. (S.A.) 

G. M. E. OFFNER, B.COM., A.A.S.A., F.C.A.A. (Q.) 

0. H. PATON, F.a.s.a. (N.S.W.) 

B. W. B. RUFFELS, a.a.s.a., F.C.A.A. (Vic.) 

H. L. THOMAS, A.a.s.a., F.C.A.A. (N.S.W.) 

C. B. VILLIERS, F.a.s.a., F.C.A.A. ( Vic.) 


Cc. W. ANDERSEN, DIP.COM., F.A.S.A., F.C.A.A., 
General Registrar, 
37 Queen Street, Melbourne. 


VICTORIA 


R. O. THIELE, a.a.s.a., F.C.A.A., President 

W. P. ROUND, A.a.s.A., F.C.A.A., Vice-President 

B. W. B. RUFFELS, a.a.s.a., F.C.A.A., Hon. 
Treasurer 

A. H. BLAMEY, A.A.S.A., A.C.A.A. 

F. A. BUTTNER, F.c.a.a. 

H. F. CRAIG, D.C.S., B.A., A.A.S.A., A.C.A.A. 

D. M. CRONIN, A.aA.S.A., F.C.A.A. 

K. CROSS, A.A.S.A., A.C.A.A. 

H. F. FOX, A.A.S.A., F.C.A.A. 

R. S. SHARP, F.A.s.A. 

A. F. J. SUTHERLAND, 4.a.s.A., F.C.A.A. 

C. B. VILLIERS, F.A.s.A., F.C.A.A. 


J. A. WICKS, DIP.COM., A.A.S.A., A.C.A.A.(Prov.), 
State Registrar, 
37 Queen Street, Melbourne. 


QUEENSLAND 


G. M. E. OFFNER, B.COM., A.A.S.A., F.C.A.A., 
President 

N. F. MORRIS, A.a.s.A., F.C.A.A., Vice-Presdent 

D. S. SCOTT, A.A.S.A., F.C.A.A., Hon. Treasurer 
\. 8. DONNELLY, A.a.S.A., A.C.A.A. 

E. D. ELPHINSTONE, A.aA.S.A., F.C.A.A. 

R. S. GYNTHER, F.A.S.A., F.C.A.A. 

H. M. HARRISSON, A.a.sS.A., A.C.A.A. 

R. B. LOXTON, F.A.S.A., F.C.A.A. 

MISS J. F. MILLS, a.a.s.A., A.C.A.A. 

G. F. ROBBINS, F.A.s.A., F.C.A.A. 


J. L. AMIES, C.B.E., F.A.S.A., A.C.A.A., State 
Registrar, 
Empire Building, Wharf Street, Brisbane. 
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WESTERN AUSTRALIA 


ES, A.A.S.A., A.C.A.A., President 
LCLTON, A.A.S.A., A.C.A.A., Vice-President 
. BROWN, A.a.S.A., A.C.A.A., Hon. Treasurer 
. DUIRS, F.c.a.a. 
_ GALE, A.A.S.A., A.C.A.A. 
. HAMMOND, F.a.s.a. 
» B.A., A.A.S.A., A.C.A.A.( Prov. ) 
E. H. JONES, B.A., DIP.ED., A.P.T.c.(Com.), 
A.A.S.A., F.C.A.A. 
J. P. MAHER, A.A.S.A., A.C.A.A. 
R. S. MIDDLETON, a.p.t.c.(Com.), A.A.S.A., 
A.C.A.A. 


R. H. EGAN, F.a.s.a., State Registrar, 
260 St. George’s Terrace, Perth. 


SOUTH AUSTRALIA 


A. MOFFATT, A.aA.S.A., A.C.A.A., President 

F. R. HARRIS, B.&C., A.A.S.A., F.C.A.A., Vice- 
President 

A. J. ADAM, F.A.S.A., F.C.A.A., Hon. Treasurer. 

M. L. DENNIS, A.aA.s.A., A.C.A.A. 

L. H. DUNCAN, F.a.s.a. 

J. A. KEENAN, F.A.S.A., F.C.A.A. 

M. G. KENNEDY, 4.a.s.a. 

R. F. PASCOE, A.u.a.(Com.), A.A.S.A., F.C.A.A. 

A. A. STOCK, a.u.a.(Com.), F.A.S.A., F.C.A.A. 

O. L. WILSON, A.A.S.A., A.C.A.A. 


J. R. SABINE, F.a.s.a., State Registrar, 
22 Grenfell Street, Adelaide. 


NEW SOUTH WALES 


. L. THOMAS, 4.aA.S.A., F.C.A.A., President 
.. S. FLEMING, a.a.s.a., A.C.A.A., Vice-President 

. K. WENDON, F.aA.S.A., A.C.A.A., Hon. 

Treasurer 

. W. BOTTRILL, A.a.s.A., A.C.A.A. 

. T. CORVISY, A.A.sS.A.(Prov.), A.C.A.A 

/, M. HODGINS, A.aA.S.A., A.C.A.A. 

mS oe A.A.S.A., F.C.A.A. 
. M. LEVY, A.A.S.A., F.C.A.A. 

: NEWCOMBE. F.A.S.A., F.C.A.A 

. H. PETERSON, F.A.S.A., F.C.A.A. 

. W. PETERSON, F.A.s.A., F.C.A.A. 


L. HORSLEY, 4.a.s.a., State Registrar, 
5 Bligh Street, Sydney. 





PROFESSIONAL NOTICES 


Rate per line 5/-; minimum per insertion 15/-. 


ACCOUNTANCY IN ASSOCIATION 
WITH A MARKETING CAREER. To fulfil 
the needs of our expansion plans we are 
seeking young men who want an interesting, 
satisfying and highly remunerative career in 
mechanised accounting. Applicants should be 
qualified, near qualified, or have had good 
practical experience and be aged 24-28 years. 
A minimum salary of £1,000 p.a. is offered 
whilst training, and on completion, remunera- 
tion is by way of salary plus commission, which 
will enable average earnings of £1,500 p.a. to 
£2,000 p.a. after one or two years experience. 
(Top men earn far in excess of this figure). 
Superannuation. Expansion opportunities in 
all capital cities of the Commonwealth and 
applications should be made there, to the 
Manager of The National Cash Register Co. 
Pty. Ltd., in your State. 


FOR SALE. Taxation practice. Small, 
well-established. Reply to “ABC”, c/o Aus- 
tralian Society of Accountants, 260 George’s 
Terrace, Perth, Western Australia. 


COUNTRY PRACTICE WANTED. Wes- 
tern part of Victoria preferred, but not es- 
sential. Gross fees, minimum, £2,500. Full 


particulars to No. 511, c/o Australian Society 
of Accountants, 37 Queen Street, Melbourne. 


ASSOCIATE. 31 years of age, wide ex- 
perience, £1,000 capital and can introduce 
£1,000 fees, desires to purchase share or whole 
of practice. Reply No. 300, c/o Australian 
Society of Accountants, 5 Bligh Street, Sydney. 


SENIOR LECTURER 


Applications are invited for the position of 
Senior Lecturer 
in the Department of Accountancy. 
Salary: £1,712-£1,737 p.a. (including the 
prescribed allowance). A qualifications allow- 
ance of up to £40 p.a. may also be payable. 
Intending applicants should secure from 
the Principal a schedule showing duties, quali- 
fications required and conditions of the ap- 
pointment. 
Royal Melbourne Technical College 
124 Latrobe Street 


WANTED TO PURCHASE. Small practice 
in metropolitan or south eastern suburban 
area. Gross fees to £2,500. Replies to No. 
502, c/o Australian Society of Accountants, 
37 Queen Street, Melbourne, or ring BM 5409 
after 6 p.m. 


ACCOUNTING EXECUTIVE. B.Com., 
A.C.A. (Aust.), aged 40, with mature ex- 
perience and outstanding ability, seeks position 
with progressive firm of chartered accountants 
or commercial enterprise. A position of in- 
ternal auditor would be gladly considered. 
Please reply to No. 510, c/o Australian 
Society of Accountants, 37 Queen Street, 
Melbourne. 





AUSTRALIAN SOCIETY OF ACCOUNTANTS 


CONVENTION “PROCEEDINGS” 


Copies of the Proceedings of the Society’s Convention 
heid in Sydney, 5 to 8 May, 1958, are now available. 


The 268-page volume contains a complete 
report of the Convention, including the tech- 
nical papers specially prepared by leading 
accounting, banking and economic authorities, 
and proceedings of the technical sessions and 


associated functions. It reflects current thought 
and practice in important fields of accountancy, 
and comprises in permanent form an author- 
itative record of particular value to members 
unable to be present at the Convention. 


PRICE PER COPY f1/1/-, Post Free 
Copies of the “Proceedings” may be obtained on application to the 
AUSTRALIAN SOCIETY OF ACCOUNTANTS 
37 Queen Street, Melbourne, C.1. 
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